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BEFORE

THE PUBLIC SERVICE COMMISSION

OF

SOUTH CAROLINA

DOCKET NO. 20l5- -E

In Re: Petition of South Carolina
Electric & Gas Company for Updates
and Revisions to Schedules Related to
the Construction of a Nuclear Base Load
Generation Facility at Jenkinsville,
South Carolina

)
) PETITION FOR UPDATES AND
) REVISIONS TO THE CAPITAL
) COST SCHEDULE AND THE
) CONSTRUCTION SCHEDULE

South Carolina Electric & Gas Company ("SCE&G" or the "Company") hereby

petitions the Public Service Commission of South Carolina (the "Commission") for an

order approving an updated capital cost schedule and updated construction schedule for

the construction of two 1,117 net megawatt nuclear units (the "Units") to be located at the

V.C. Summer Nuclear Station site near Jenkinsvil'le, South Carolina. This petition (the

"Petition") is filed pursuant to the provisions of the Base Load Review Act ("BLRA"),

S.C. Code Ann. $ 58-33-270(E) (Supp. 2014). In accordance with the provisions of the

BLRA, SCE&G would respectfully show to.Pne Commission the following:

I. INTRODUCTION

1. SCE&G is a corporation duly organized and existing under the laws of the

State of South Carolina, with its principal offices at 220 Operation Way, Cayce, South

Carolina 29033.
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2. SCE&G is engaged in the business of generating, transmitting, and

delivering electricity and providing electric service to the public for compensation.

SCE&G owns and operates an integrated electric utility system that serves approximately

688,000 customers in 24 counties in central and southern South Carolina.

3. Corporate legal counsel for SCE&G in this proceeding are as follows:

K. Chad Burgess
Matthew W. Gissendanner
South Carolina Electric & Gas Company
Mail Code C222
220 Operation Way
Cayce, SC 29033
(803) 217-8141
chad.burgess@scana.corn
matthew.gissendanner@scana.corn

Private legal counsel for SCE&G in this proceeding is as follows:

Belton T. Zeigler
Pope Zeigler, LLC
P.O. Box 11509
Columbia, SC 29211
(803) 354-4949
bzeigler@popezeigler.corn

All correspondence and any other matters relative to this proceeding should be

addressed to these representatives.

II. PRIOR BLRA ORDERS

4. In Docket No. 2008-196-E, SCE&G sought approval of a Combined

Application for a Certificate of Environmental Compatibility and Public Convenience

and Necessity and for a Base Load Review Order for the Construction and Operation of a

Nuclear Facility in Jenkinsville, South Carolina for the Units. Pursuant to S.C. Code
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Ann. $ 58-33-250, SCE&G provided the anticipated construction schedule and

anticipated capital cost schedule for the Units.

5. Those schedules indicated that the Units could be constructed for a total

cost to SCE&G of approximately $4.5 billion in 2007dollars.'.

Following a full hearing on the Combined Application, the Commission

issued Order No. 2009-104(A), in which the Commission approved the proposed

construction schedule and capital cost schedule for the Units.

7. In Order No. 2010-12, dated January 22, 2010, the Commission approved

SCE&G's request to update the construction schedule for the project and to update the

capital cost schedule for the project to reflect changes in the forecasted timing of cash

flow resulting Irom the updated construction schedule. The updated capital cost schedule

did not alter the total estimated capital cost for the Units of approximately $4.5 billion in

2007 dollars.

8. In Order No. 2011-345, the Commission approved the Company's request

to update capital cost projections for the project in response to the decision by the

Supreme Court of South Carolina in South Carolina Ener Users Coimn v South

Carolina Pub. Serv. Comm'n, 388 S.C. 486, 697 S.E.2d 587 (2010). In that Opinion, the

Supreme Court disallowed the inclusion in capital cost forecasts of costs that had not

been itemized to specific capital cost items. In response, SCE&G removed its owner's

contingency pool from the capital cost forecasts and sought Commission approval of

'nless otherwise noted, all amounts reflect SCE&G's portion of the cost of the
Units in 2007 dollars.

3



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
4
of739

specific costs that would otherwise have been accounted for using the contingency

allowance. Order No. 2011-345 established' total estimated capital cost for the Units of

approximately $4.3 billion in 2007 dollars.

9. On March 30, 2012, the Nuclear Regulatory Commission ("NRC") issued

the Combined Operating License ("COL") for the Units which allowed nuclear safety-

related construction to begin.

10. On July 11, 2012, SCE&G signed an agreement with the contactors for the

Units, Westinghouse Electric Company ("WEC") and the Shaw Group, now Chicago

Bridge and Iron ("CB&I," and together with WEC, "WEC/CB&I"). The agreement

provided for new substantial completion dates for the Units tied to the issuance date of

the COL which had been delayed by approximately nine months. That agreement also

resolved claims made by WEC/CB&I under the Engineering, Procurement and

Construction Contract ("EPC Contract") for additional charges related to the delay in the

issuance of the COL, design changes made to the Units during licensing, unanticipated

rock conditions at the site of the Unit 2 Nuclear Island and other matters.

11. In Order No. 2012-884, dated November 15, 2012, the Commission

approved SCE&G's request to update the conshuction schedule and the capital cost

schedule for the project to reflect the new substantial completion dates and the settlement

of claims by WEC/CB&I. The Commission also approved updates to the capital cost

schedule for change orders related to cyber security costs; the effect of Federal legislation

on healthcarc costs for CB&I; and waste water piping; as well as changes in Owner's
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costs related to schedule delay, changes in plant safety regulations and other changes; and

changes in Transmission Costs related to changing load forecasts and power flow

modeling, updated equipment loading forecasts and unanticipated construction conditions

at a substation site.

12. In Order No. 2012-884, the Commission approved an estimated capital cost

for the Units of approximately $4.5 billion in 2007 dollars and a new milestone schedule

tied to substantial completion dates for Units 2 and 3 of March 15, 2017, and May 15,

2018, respectively.

13. Order No. 2012-884 was appealed to the South Carolina Supreme Court.

The Supreme Court affirmed the Commission's ruling in all respects in South Carolina

Ener Users Comm. v. South Carolina Elec. & Gas 410 S.C. 348, 764 S.E.2d 913

(2014).

III. CURRENT UPDATE RE UKST

14. Since the issuance of Order No. 2012-884, substantial progress has been

made towards the completion of the Units. As of the time of this filing:

a. Eighty-five percent of the major equipment for Unit 2 has been

received on site.

b. Eighty-six percent of the circulating water system for both Units has

been installed. Two of the Units'our cooling water towers are complete and the third is

two-thirds complete.
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c. The containment vessel bottom heads of both Units have been

fabricated and set on nuclear island basemats for the two Units.

d. All three of the steel rings that comprise the vertical walls of the Unit

2 containment vessel have been completed or are nearing completion. Unit 2, Ring 1 has

been set in place. Fabrication of Unit 3 containment vessel Ring 1 and Ring 2 is

underway.

e. Sixty-six individuals have been recruited and are in training to become

licensed system operators for AP1000 units. Approximately 84 additional personnel are

in training as non-licensed system operators .or to become qualified in other technical,

maintenance and craft areas.

f. More than 3,800 construct'ion personnel're working on site. A total of

23 million man-hours have been worked with an excellent safety record.

15. When constructed, the Units will provide the State of South Carolina with

2,234 megawatts of reliable electrical generating capacity. As to greenhouse gases,

generation from the Units will be emissions-free in all material respects. Because of the

Units, SCE&G forecasts that its carbon emissions in 2020 will be lower than its carbon

emissions in 2005 by almost 50'/o. When the Units come on-line, approximately 60'/o of

SCE&G's system electricity will come from sources without greenhouse gas emissions.

The Units are anticipated to provide SCE&G's customers with service for 60 years or

more.
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16. From a financial standpoint, important elements of the costs to customers

from the project have been reduced from the projections that were presented when the

Units were initially approved in Docket 2008-196-E.

a. Since 2008, SCE&G has been able to obtain low-cost borrowing for

project costs based on SCE&G's favorable bond ratings and the low cost of financing

available in debt markets. Compared to the projections made in the 2008 BLRA

proceedings, customers are anticipated to save $ 1.2 billion in interest cost over the life of

the debt that has been issued to date or for which rates for future issuances have been

hedged. SCE&G's ability to access debt capital at favorable rates is in part the direct

result of the BLRA and how it has been administered by the Commission and the South

Carolina Office of Regulatory Staff.

b. During the period since 2008, the forecasted cost of escalation for the

project has declined by $214 million even after considering the effect on escalation of

proposed new substantial completion dates.

c. Based on current construction schedules and assuming current tax law,

SCE&G anticipates that additional Federal Production Tax Credits will be available for

the Units that will provide customers with $ 1.2 billion in additional benefits compared to

projections made in 2008.

17. However, delays related to structural submodule production at the CB&I

facility in Lake Charles, Louisiana; revised schedules for the production of shield

building panels at the Newport News Industries ("NNI") facilities in Newport News,
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Virginia; and other changes in construction, construction oversight and operational

readiness requirements have resulted in revisions to the construction and cost schedules

for the project. Those revisions are the subject of this filing.

18. Accordingly, SCE&G hereby requests adjustments to the milestone

construction schedule and capital cost schedule for the project.

A. U~PDATKD CONSTRUCTION SCHEDULE

19. During the third quarter of 2013, WEC/CB&I provided SCE&G with

information indicating that the substantial completion dates for Units 2 and 3 would be

delayed. In thc ensuing months, WEC/CB&I updated this information to include a

detailed reevaluation of the engineering, procurement and construction activities

necessary to complete the Units with specific emphasis on the production schedules for

structural submodules and shield building panels.

20. The result of WEC/CB&I's effort is a revised, fully-integrated construction

schedule (the "Revised, Fully-Integrated Construction Schedule") with an associated cash

flow forecast for completion of the project (the "Revised Cash Flow Forecast").

21. The Revised, Fully-Integrated Construction Schedule indicates new

substantial completion dates for Units 2 and 3 of June 19, 2019, and June 16, 2020,

respectively (the "Substantial Completion Dates"). SCE&G has not, however, accepted

WEC/CB&I's contention that the new Substantial Completion Dates are made necessary

by delays that are excusable under the EPC Contract.
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22. Attached to this filing as Exhibit 1 is an updated construction milestone

schedule for the project which aligns all milestones as approved in Order No. 2009-

104(A) to the new Substantial Completion Dates and to the current construction and

fabrication schedules.

23. SCE&G requests that the Commission approve Exhibit 1 as the revised

construction schedule for the project, As to all matters pertaining to the schedule

revisions reflected on Exhibit 1, SCE&G requests the Commission to affirm that

SCE&G's actions associated with these schedule changes have been reasonable and

prudent.

24. WEC/CB&I continues to refine and update the Revised, Fully-Integrated

Construction Schedule as issued-for-construction designs are finalized and as additional

information is received related to the fabrication of modules, shield building panels and

equipment; construction activities on site; start-up testing requirements and other matters.

For example, by letter dated March 10, 2015, WEC/CB&I provided SCE&G with

preliminary information concerning an integrated project schedule update (the "March

Revision"), indicating that WEC/CB&I's current construction planning now shows a

substantial completion date for Unit 2 of August 10, 2019, and June 7, 2020 for Unit 3.

As of the time of the filing of this Petition, SCE&G has not analyzed or accepted the

preliminary information concerning the March Revision nor has it discussed potential

schedule mitigation efforts with WEC/CB&I. Considering the preliminary nature of the

information contained in the March Revision, it is not part of this filing or the schedules
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presented here. SCE&G continues to review the schedule refinements and updates

provided by WEC/CB&I and to explore schedule mitigation opportunitics with

WEC/CB&I related to them.

25. This review and updating of construction schedules will continue as a part

of the project for the foreseeable future and may result in ad'ditional schedule changes.

However, the Revised, Fully-Integrated Construction Schedule and Revised Cash Flow

Forecast presented here are based upon SCE&G's most current review and analysis of the

information provided.

B. UPDATED COST FORECASTS

26. SCE&G further requests that the Commission update the cost schedule for

completion of the Units to reflect (a) the effect of the new Substantial Completion Dates

on Owner's costs, and (b) other changes in costs that have been identified since the

forecasts approved in Order No. 2012-884 were prepared.

a. KPC Contract Costs

27. The Revised Cash Flow Forecast that WEC/CB&I bas provided SCE&G

indicates that the estimated at completion ("EAC") cost for the project has increased.

The revisions to the EAC cost are in the EPC Contract categories of Actual Craft Wages,

Non-Labor Costs, and Time and Material Costs'. These cost categories are those that,

under the terms of the EPC Contract, SCE&G pays WEC/CB&I's actual costs plus

contractually determined margins.
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i. Delay and Other EAC Costs

28. The majority of the revised EAC costs are the result of delays in the

project, revised projections of the labor required to accomplish previously-identified

scopes of work, and revised overhead and staff ratios associated with that labor. The

revised EAC costs also reflect additional Time and Materials scopes of work necessary to

staff the start-up of the Units and to provide for the,piocessing of License Amendment

Requests ("LARs") to support construction. LARs are requests for amendments to the

design basis of the Units that must be approved by the NRC.

29. SCE&G has not accepted responsibility for these costs (the "Delay and

Other EAC Costs"). SCE&G has also asserted the claim that WEC/CB&I is

contractually responsible for the occurrence of the delay and other factors underlying the

Delay and Other EAC Costs.

30. WEC/CB&I has not accepted responsibility for any part of SCE&G's

claim.

31. At the time of this filing, WEC/CB&I and SCE&G are in negotiations

concerning responsibility for the Delay and Other EAC Costs, However, under the EPC

Contract, which was approved by this Commission in Order No. 2009-104(A), SCE&G

must pay WEC/CB&I at least 90'/o of certain types of disputed amounts, provided that

WEC/CB&I has properly invoiced those amounts to SCE&G under the EPC Contract.

11
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32. Other provisions of the EPC Contract provide that SCE&G shall recoup

from WEC/CB&I any payments made on disputed amounts if the dispute is resolved in

SCE&G's favor.

33. Although SCE&G has advised WEC/CB&I that the provision concerning

90'/o payments does not apply to certain of WEC/CB&I's invoices, WEC/CB&I has

disagreed. WEC/CB&I has reserved its rights under a provision of the EPC Contract that

permits it to cease work and treat the project as if it had been suspended at SCE&G's

request if 90'la payments are contractually required but are not made within 30 days after

proper invoicing.

34. SCE&G has included in the cash flow forecasts presented here payments

associated with the Delay and Other EAC Costs. By including these payments in this

filing, SCE&G in no way waives any claims or defenses related to them.

35. By including these payments in this filing, SCE&G seeks only to recover

carrying costs on those payments as the BLRA envisions. As a general principle under

the BLRA, until the Units go into commercial operation, the Company can recover only

its carrying costs on its investment in the Units.

36. If through negotiation or litigation, SCE&G recovers any past payments to

WEC/CB&I or reduces any current payments, those amounts will be reflected as

reductions to the capital cost of the project. Doing so will reduce the financing costs to

be charged to customers and the reduction will be reflected in lower revised rates in

subsequent revised rates proceedings.

12
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37. SCE&G also forecasts. that it will recover from WEC/CB&I the full amount

of liquidated damages payable under the EPC Contract for delays in the substantial

completion dates for the Units. The full amount of liquidated damages is $ 86 million and

has been netted against the Delay and Other EAC Costs for the purposes of this filing.

38. The amount of the Delay and Other EAC Costs is $411 million, or $325

million net of liquidated damages. This net amount represents approximately 47'/o of the

total change in the capital cost schedule.

il. Changes to the KAC Cost Sue to Design Finalization

39. WEC/CB&I continues to finalize the issued-for-construction design

documents for the project. As it does so, WEC/CB&I updates its projections of the

iunount of commodities that must be installed to complete the project, /.e., the required

units of materials and equipment such as concrete, cabling, rebar and piping that are

necessary to compete the Units.

40. As a result of design finalization, WEC/CB&1 has identified additional

units of commodities that must be installed.

41. Under the fixed and firm pricing components of the EPC Contract,

WEC/CB&I is responsible for the cost of the additional commodities themselves;

however, SCE&G is responsible for the Actual Craft Wages and Non-Labor Costs

associated with performing this work of installing these additional units of commodities.
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42. SCE&G's assessment of WEC/CB&I's entitlement for payment associated

with these recently identified costs is approximately $72 million, or approximately 10%

of the total change in the capital cost schedule.

iii. Changes in EAC Costs Due to Change Orders

43. SCE&G has executed or anticipates executing ten additional change orders

under the EPC Contract. The forecasted'osts associated with these change orders are

included in the capital cost schedule submitted here.

1. Plant Layout Security

44. SCE&G has recently conducted a review of plant layout to ensure that its

physical security can be maintained. This was necessary as a final stage in the design

review of the Units and their supporting structures and could not be done until design

layouts and building orientations were finalized.

45. These physical security reviews have been conducted based on NRC and

nuclear industry standards that have become increasingly stringent in the years after the

events of September 11, 2001.

46. As a result of these reviews, SCE&G has determined that it is reasonable

and prudent to alter the site layout in various ways to improve its physical security and

has negotiated a change order to the EPC Contract for this work.

47. The cost of the current phase of the work to increase the security of the

plant through physical security alterations is forecasted to be $20.4 million.

14
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2. Cyber Security Upgrades

48. In late 2011, an agreement was reached between SCE&G and WEC/CB&I

on a phased approach to strengthening the Units'efenses against cyber attacks ("Cyber

Security"). The cost of the Phase I scope of the Cyber Security plan was reviewed by the

Commission and approved in Order No. 2012-884. However, the Commission

determined that approval of Phase II costs should be deferred until the scope of work and

associated costs were more fully defined and quantified.

49. In mid-2013, SCE&G and WEC/CB&I agreed to divide the remaining

Cyber Security plan into additional phases. The cost for Phase II of,the plan is $ 18.8

million. The scope of work for the following phases of the plan will be determined as

Phase II is completed.

3. Schedule hfitigationfor Shield Building Panels

50. WEC/CB&I has subcontracted the construction of the steel panels which

will form the walls of the shield buildings to NNI in Newport News, Virginia.

51. Schedule delays related to the finalization of design of these panels have

placed the fabrication of these panels on the critical path for timely completion of the

project.

52, NNI has agreed to expand its manufacturing facility to allow for additional

panels to be worked simultaneously, thus mitigating potential schedule delays.

53. SCE&G estimates that the cost of this expansion will add $ 12.1 million to

the EPC Contract cost.

15
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4. Additional Costs Related to the Federal Health Care Act

54. Both WEC and CBgrl have sought change orders to recover their increased

costs of compliance with the Federal Patient Protection and Affordable Care Act and

related statutes. As a change in cost caused by a change in law, these amounts are

recoverable under the EPC Contract. Change Order 20 provides for the recovery of

WEC's costs for 2011-2013 in the amount of $206,589. The amount of these additional

costs for WEC/CBEci over the life of the project is forecasted to be $2.2 million.

5. Plant Reference Simulator and Sofnrare Upgrade

55. Change Order 19 provides for upgrades to the Plant Reference Simulator

("PRS") hardware and sofbvare and associated training to enhance PRS displays and to

acquire versions of the software that will be issued subsequent to the version provided

under the EPC Contract. The cost of this change order is forecasted at approximately

$ 1.1 million.

6; Ovation and Common Q Instrumentation and Control Maintenance Training
Systems

56. Ovation and Common Q are the instrumentation and control software that

will be used to operate the Units. Maintenance training systems are required to support

training on the Ovation and Common Q system in a training environment without

interfering with the use of the systems for operations. Maintenance training systems also

allow solbvare maintenance to be conducted off-line.

16
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57. The cost of the change order associated with acquiring hardware and

software for these maintenance training systems is currently forecasted at approximately

$880,000.

7. Simulator Development System

58. The PRS is a critical system necessary for training and requalifying

licensed operator candidates and senior operators and for developing and validating NRC

license exam simulator scenarios.

59. SCE&G has determined that the schedule for training and scenario

development on the PRS will require it to be in nearly continuous use for the balance of

the project. This level of use does not allow sufficient time for the PRS to be taken out of

service for upgrades, modifications and routine maintenance of its software.

60. The new Simulator Development System will be a scaled down version of

the PRS. It will include a complete copy of the PRS sofbvare which can be serviced and

modified without interfering with use of the FRS. The modified sofhvare can then be

uploaded to the PRS when servicing is complete. The cost of the change order to acquire

the Simulator Development System is currently forecasted to be approximately $605,000.

8. 1TAAC Maintenance

61. Change Order 21 provides for the recovery of the costs of new NRC

regulations requiring the review of completed Inspections, Tests, Analyses, and

Acceptance Criteria ("ITAAC") packages when work is done on the associated

17
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components or systems or non-conforming conditions are discovered after the ITAAC is

closed.

62. Change Order 21 reflects WEC/CB&I's cost for 2015 of $59,400.

WEC/CB&I intends to submit a new change order each year. SCE&G has forecasted the

costs for 2016-2020 to be $313,000, for a total~ of $372,400 in additional costs over the

life of the project.

9. Warehouse Fire Security

63. To mitigate fire insurance premiums, SCE&G is upgrading the remote

monitoring capabilities of the fire and security systems in the three on-site warehouses

that serve the project. The cost of these upgrades will be $ 121,000.

10. Perch Guards

64. Change Order 18 provides for the installation of perch guards on

transmission structures on site to prevent,avian interference with system reliability. The

forecasted cost of this change order is $ 14,056.

Totalfor Chauge Orders

65. The co'sts associated with these ten change orders is $56.5 million or

approximately 8% of the total request.

iv. Switchyard Cost Re-A'llocation

66. The Unit 2-3 Switchyard is an asset belonging to the project and its costs

were originally allocated between SCE&G and Santee Cooper based on their percentages

of ownership in the project.

18
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67. However, both Santee Cooper and SCE&G are also conshucting certain

transmission lines and other facilities at their individual expense to transmit power from

the project to their customers. As a result, they will use shared transmission assets like

the Switchyard in proportions that are different from their ownership of the Units.

68. To account for this fact, Santee Cooper and SCE&G agreed that the

transmission assets constructed as part of the project would be allocated among

themselves based on engineering studies of how intensively each party would use specific

project assets.

69. These studies have resulted in a $ 107,000 decrease in the allocation of

Switchyard costs to SCE&G.

b. Owner's Cost Revisions Associated With Dela

i. Owner's Labor Cost Revisions Associated with Delay

70. SCE&G's New Nuclear Deployment ("NND") team is primarily

responsible for meeting SCE&G's obligations as owner of the project and as the holder of

active NRC licenses to construct and operate the Units.

71. As owner and licensee of the project, SCE&G's obligations include

responsibility for (a) quality assurance/quality control ("QA/QC") oversight both on site

and at suppliers'ocations worldwide; (b) the training and licensing of all personnel

required for Unit operations; (c) the auditing of invoices from WEC/CB&I and other

suppliers and the resolution of contractual and payment disputes with WEC/CB&I; (d)

oversight and accounting for all commercial aspects of the project; (e) acceptance testing

19
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and maintenance of plant systems as they are completed and turned over to SCE&G; (f)

accepting the handover and maintenance of'ngineering, QA/QC and other data necessary

for operating the Units; (g) drafting the procedures for plant operations and safety; (h)

conducting plant start-up and start-up testing; and (i) providing the administrative

support, IT systems and software necessary to sustain these functions. The operational

readiness group comprises all personnel necessary to operate and maintain the Units

when in service. In addition to their training, they also take a lead role in developing

programs and procedures for operation and maintenance of the Units and in overseeing

start-up and testing.

72. SCE&G's NND team is comprised of 507 individuals. Many are highly-

skilled professionals in engineering, nuclear construction management, QA/QC, training,

operational readiness, and other disciplines.

73. Extending the duration of the construction project will require SCE&G to

maintain its NND team in place to support the completion of Units 2 and 3 for an

additional 27 months and 25 months, respectively.

74. In response to the new Substantial Completion Dates, SCE&G has taken

reasonable steps to delay NND hiring and to revise work assignments. However,

SCE&G forecasts that the extension of the project will increase Owner's labor costs by

approximately $ 125.3 million to allow SCE&G to support the NND team's role in the

project for a longer period,
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ii. Owner's Risk Insurance and Workers Compensation Insurance

75. As project owner, SCE&G is responsible for owner's risk insurance and

workers compensation insurance on the project. In spite of diligent efforts to minimize

these costs, SCE&G forecasts that extending the project will result in an increase in

Owner's costs of approximately $30.1 million.

iii. Additional Information Technology ("IT") Costs Associated with Delay

76. As project owner, SCE&G is obligated to supply the software and other IT

resources required to support operational readiness and the work of the NND team during

construction. SCE&G must also ensure that the engineering data, QA/QC documentation

and other data that are necessary for testing, start-up, and operation of the Units are

properly maintained in SCE&G's IT system and are available at all times to theUnits'perating
staff.

77. Extending the project schedule will'ncrease the cost of IT support for the

project because software licenses and maintenance fees, equipment maintenance costs

and other IT support costs must be paid for longer periods of time.

78. SCE&G forecasts that extending the schedule of the project will increase

the IT component of Owner's costs by $6.5 million.

iv. Facilities Cost Increases Associated with Delay

79. SCE&G is responsible for the warehouse and storage space for materials

and equipment necessary to operate the Units.
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80. SCE&G is also required to pay for the ofhce space and related support

facilities for its NND team personnel while they are on site.

81. Because of delays in the project schedule, construction teams and

operational readiness teams will overlap more, requiring more space. In addition, the

maintenance, upkeep and other costs of office space and related support facilities will

have to be borne by the project for a longer period of time.

82. SCE&G has taken reasonable steps to reduce the scope and cost of the

additional warehouse, storage, office and other support facilities. Nevertheless, SCE&G

forecasts that additional facilities and facilities costs associated with the new Substantial

Completion Dates will increase Owner's cost by $6.1 million.

v. Other Owner's'osts Associated with Delay

83. Extending the duration of the project will'lso increase Owner's costs

across a broad range of cost centers related to technical, administrative and other support

for the project as well as increasing non-labor costs associated with NND centers. These

cost centers include V.C. Summer Unit 1 cost centers and SCANA and SCE&G cost

centers such as Licensing, Construction, Engineering, and Maintenance. The cumulative

effect of these increases is forecasted to total'46.4 million.

c. Owner's Cost Increases Not Associated with Dela

i. Additional'ND Staff

84. SCE&G has id'entified the need to add approximately 64 employees to its

NND staff.
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a. Approximately 43 of these additional personnel will be devoted to

developing operating and safety procedures for AP1000 units. These additional

personnel are required because experience has shown that the volume of work to

be done in preparing procedures is greater than anticipated due in large part to

increasingly demanding operating standards imposed by the NRC and the nuclear

industry.

b. Ten of these additional personnel are necessary to staff the project's

expanded cyber security program;

c. Six of these additional personnel are needed to meet the need to hire

and train new members of the training department in anticipation of retirements

that are now expected to occur before the completion of the project; and

d. Three of these additional personnel are for assignments principally

involving the coordination of project activities with industry standards groups and

two are in other areas.

85. The cost of these additional 64 individuals is approximately $7.5 million.

ii. NRC Pees

86. The NRC has updated its estimate of the fees that SCEBcG must pay for

NRC inspection and oversight of the project. The new estimate includes additional

expenses for pre-inspection preparation and off-site work following up on inspections.

87. The new NRC fee estimate will increase Owner's cost for the project by

$7.1 million.
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iii. Other IT Costs

88. SCE&G has identified additional software and other IT resources, not

related to the delay, that are necessary costs of the project. Included in these IT resources

are additional cyber security resources for NND project personnel, fatigue and stress

modeling software to diagnose and monitor the condition of equipment in the Units, and

additional sofhvare to capture and monitor plant operating data.

89. SCE&G has exercised'are and diligence to mitigate or avoid additional IT

costs. However, in spite of these efforts, SCE&G has determined that additional IT costs

are prudent and necessary and forecasts that they will add $3.3 million to Owner's costs.

iv. Other Owner's Costs Not Associated with Delay

90. SCE&G's forecast of'Owner's costs has also increased in other areas

including increased facilities cost, the cost of additional contractors for oversight of

construction and component fabrication, increased fees for participation in the AP1000

Users Group, increased costs for updating Probability Risk Assessments related to the

Units, and the cost of maintenance equipment needed to support the project during

systems testing and when in operation.

91. The amount of other Owner's costs not associated with the delay is $ 12.9

million.

C. REVISED CAPITAL COST SCHEDULES

92. Exhibit 2 attached to this filing provides the Commission with an updated

capital cost schedule for the Units.
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93. As set forth in Exhibit Z, the revised capital cost schedule reflects a cost in

2007 dollars of the Units of $5.2 billion, which reflects an increase of approximately

$698 million in the costs approved in Order No. 2012-884.

94. For ease of reference, Exhibit 3 provides information showing the variation

between the capital cost schedule approved by the Commission in Order No. 2012-884

and the capital cost schedule contained in Exhibit 2.

95. The updated capital cost schedule set forth in Exhibit 2 also reflects the

most current inflation indices applied as mandated by the Commission in Order No.

2009-104(A). The updated capital cost schedule in future dollars, including Allowance

for Funds Used During Construction, is approximately $6.8 billion which is

approximately $ 1.1 billion more than the similar forecast of costs and escalation reflected

in Order No. 2012-884.

96. Exhibit 4 provides a summary reconciliation of the changes in forecasted

costs shown on Exhibit 2 to those approved in Order No. 2012-884. Also shown is a

comparison of the escalation indices in effect under Order No. 2012-884 to those

currently in effect.

D, CONCLUSION AS TO UPDATED CONSTRUCTION AND CAPITAL
COST SCI'IKDULKS

97. Pursuant to S.C. Code Ann. $ 58-33-270(E), when a utility petitions for

adjustments in the construction schedule or capital cost schedule for a project being

constructed under the BLRA, the Commission "shall grant the relief requested if, after a

hearing, the commission finds: (1) as to the changes in the schedules, estimates, findings,
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or conditions, that the evidence of record justifies a finding that the changes are not the

result of imprudence on the part of the utility...."

98. SCE&G's actions associated with the changes in the construction schedule

and capital costs reflected in Exhibit 1 and Exhibit 2 have been reasonable and prudent.

99. The capital cost schedule contained in Exhibit Z contains no contingencies

or other provisions for the additional capital costs that may be identified to specific items

of cost in the future as construction of the Units proceeds. For that reason, SCE&G

reserves the right to update this schedule during the pendency of this proceeding as cost

forecasts are updated and supplemented.

100. SCE&G will continue 'to monitor and evaluate the construction schedule

and schedule of capital costs. To the extent future revisions or updating of Exhibit 1 or

Exhibit 2 or other revisions under S.C. Code Ann. $ 58-33-270(E) are required, SCE&G

will propose such changes for review by the Commission, either through updating

Exhibit 1 and Exhibit Z during this proceeding or through future filings and proceedings.

IV. RE VEST FOR RELIEF

WHEREFORE, South Carolina Electric & Gas Company respectfully requests that

the Commission set the current matter for hearing and thereafter, pursuant to S.C. Code

Ann. $ 58-33-270(E),

A. Approve the updated construction schedule attached as Exhibit 1, and the

updated capital cost schedule attached as Exhibit 2, as they may be amended

26
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during the pendency of tjitis piaceeding, to be the operat(tj'e ache4ules for

construction of'the Units under 8,C, Code Ann. SN $8'-33-ÃN(A),

B. Grant'other relief as may Ibm appropriate.

Respectfully,submitted„

Matthew O',,

Gissendanner'n@$

Carols@ Blectrie: Sc 6as. Company
Mail Cede C222
220 Operation Way
Cayce, SC29639

(803)',217-814'hate.burgesslscana.cons

tnatthew.gissenganner@Scana.corn

Belton T. Zeiglel
.Pope Zsigler„LAC
P.O...Box '1,'1509

Columbia, gC 29211
,(803) 954

4949'zeiglerlpopczeigler.corn

Attomeya for gjouth Carolitra.HIectric Ec: Gas
Company

Cayce, South Carolina
March 12, 2015

27



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
28

of739

LIST OF EXHIBITS

EXHIBIT I — Ae updated irniiestone schedule Ibr the 'Quits.

EXII&IT 2- An: lupdatedh oayital cost schedule fbr'tire Uniut, which:if approved, will

replace Exhibit Ii ttf @a original Combined.'pplication for a Certificate

ofEnvironmental Compatibility antI Public Convenience and ¹cessity

and for a ~8aee Load Revievs Order: for @e Construction and Operation of

a Nuclear Facility in, Jenkinsville„South Carolina, as approved in Order

Mo, 2009-'164(A3 and as updated in. Ord'er Nos. 2010-12, 2011-345, and

24112-il84.

EXHIBIT 3 — A schednIe showhtg the variation bctwcen the capital cost schedule

approved Cry the'Coimnission in Order 'No, 2012-884 and the capital cost

schedule contained in Exhibits.

EXHISITi 4- A schedule showing @a reconciliation ef ahe gross construction dollars

:shown in ExhibM W those approved by, the Commission in Order No.

20lt2-884. Also shown ts a ttomparison of the escalationi indices in effect

under Order 5Io., 20I2-884 to-those currently in effect.
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BEFORE

THK PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2015- -K

Petition ofSouth Carolina Rfscudc@ Gasi

Gossip«try for Uydates arrd Revisions ttt
Schedules Relatedto tIN'Constructittti
Of «Nuclear Base.Load Generation
Facfiity as Iertkinsvilia, South, Carolina

)

) CKRTIFICATLr
) OF SERVICE
)
)

'7his I tei certify thrice if, have caused icosi: tie served, IIrits 'day one (IIji copy, o''outh

Casollna Electric th Gas Cismpany'stlPetition for If@dates and Igevtsiens ti5 Iha Capital

Cost Sched'vie and «he Constructtott Schedule 'to, the persons named'lielow 4'a)rand

delivexF and electronic tuatl,ttt'.Ihe «ddress«tsatrt&tfhn

C. Dukes Scott, Director
Office of Regulatory Staff

1401 Main Street, Suite 900
Columbia, SC 29201

Nanette S. Edwards, Esquire
Oflice of Regulatory Staff

1401 Main Street, Suite 98$
Columbia, SC '2920'I

John W. Flitter
Office of Regulatory Staff

1401 Main Street, Suite 900
Columbia, SC 29201

'fiitter&rr taKsc. v
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M, Anthony James
Office ofRegulatory Staff

1401 Main Street, Suite 900
Columbia, SC 29201

Jeffrey M. Nelson, Esquire
Office ofRegulatory Staff

1401 Main Street, Suite 900
Columbia, SC 29201

Cayce, South Carolina

Thil IZ'lalt of March'20tl5
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To: KISSAM, W K[KKISSAMfktfscana.corn]
From: WALKER, CARLETTE L
Sent: Tue 3/3/2015 4:37:43 PM
Imporla nce: Normal
Subject: Monday filing Mtg
Received: Tue 3/3/2015 4:37:44 PM

Are you invited to the Monday morning meeting to discuss the facts and decide on the PSC Project filing strategy7 Just
wondering. It appears I am on a different page from all of Sr Staff, Byron, Chad, Belton. Should be a lot of bs flying during
the meeting. Jimmy and I met last week and I explained my position and he said he was where I was but had been
convinced that the other position makes more sense. He told me he wants me to voice my concerns, opinions...right(how
do you spell suicide).

Carlette Walker

Confidential SCANA RP0019317
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To: FOX, ALICE A[AFOX@scana.corn]
From: WALKER, CARLETTE L

Sent: Fri 7/17/2015 9:44:07 AM
Subject: Fw; Inventory of Confidential Information Provided lo ORS (2).xlsx
Invenio of Confidential Information Provided to ORS 2 xlsx

Hey Alice could you print this listing for each of the witnesses (6) to have in their notebooks for
next week'? I will walk around to your office and get them when there is a break in the technical
discussions we are in right now, Thank you!

Sent from my BlackBerry 10 smartphone on the Verizon Wireless 4G LTE network.
From: 3ONES, RONALD A &RONALD.30NESOscana.corn&
Sent: Friday, 3uly 17, 2015 9:37 AM

To: WALKER, CARLETTE L; BYRNE, STEPHEN A; MARSH, KEVIN B; Zeigler, Belton; Mitchell
Willoughby; BURGESS, KENNETH CHAD; HINSON, BYRON W
Subject: Fw: Inventory of Confidential Information Provided to ORS (2).xlsx

Sent from my BlackBerry 10 smartphone on the Verizon Wireless 4G LTE network.
From: SMITH, ABNEY A JR &SASMITHOscana.corn&
Sent: Wednesday, 3uly 15, 2015 3:10 PM

To: 30NES, RONALD A; WALKER, CARLETTE L

Cc: Mitchell Willoughby; BURGESS, KENNETH CHAD; JOHNSON, SHIRLEY S
Subject: Fw: Inventory of Confidential Information Provided to ORS (2).xlsx

Attached is list of information we routinely give to ORS confidentially for their review. Several
reports include module information,

Sent from my BlackBerry 10 smartphone on the Verizon Wireless 4G LTE network.
From: LANIER, CYNTHIA B &CLANIEROscana.corn&
Sent: Wednesday, 3uly 15, 2015 3:04 PM

To: SMITH, ABNEY A3R
Cc: JOHNSON, SHIRLEY 5
Subject: Inventory of Confidential Information Provided to ORS (2).xlsx

Updated.

Coniidcntiai SCANA RP0027606
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Document Produced in
Native Format

Confidential SCANA RP0790712
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Type: Calendar
Organizer: SCRUGGS, KAREN M

Subject: To discuss Carlette Walker's testimony
Location: NOB
Start: 04/15/2015 12;30:00 PM -0400 (EDT)
End: 04/15/2015 02:00:00 PM -0400 (EDT)
All Day Event:False
To: SCRUGGS, KAREN M; BURGESS, KENNETH CHAD; WALKER, CARLETTE L; Mitchell Willoughby;

'Benjamin Mustian'C:

BCC:
Sent On: 04/14/2015 03:19:21 PM -0400 (EDT)
Attachments:
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From:
To:
CC:
BCC:
Subject: Accepted: To discuss Carlette Walker's testimony
Sent: 04/14/2015 03;20:35 PM -0400 (EDT)
Attachments:

WALKER, CARLETTE L(/O=SCANA/OU=COLUMBIA/CN=RECIPIENTS/CN=CWALKER99)
THOMPSON KATRINA
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A SCANA COMPANY

PSC HEARING TRANSCRIPT

July 21-22, 2015

WITNESS/COUNSEL COPY
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BEFORE THE PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA

COLUMBIA, SOUTH CAROLINA

HEARING 415-11488 JULY 21, 2015 10:35 A.M.

DOCKET NO. 2015-103-E:
SOUTH CAROLINA ELECTRIC & GAS COMPANY — Petition of South
Carolina Electric & Gas Company for Updates and Revisions to
the Capital Cost Schedule and Schedules Related to the
Construction of a Nuclear Base Load Generation Facility at
Jenkinsville, South Carolina

TRANSCRIPT OF TESTIMONY
AND PROCEEDINGS

VOLUME 1 OF 3

HEARING BEFORE: Ni ki ya M. 'i kki 'ALL, Chairman; Swain E.
WMITFIELD, Vice Cha~rman; and COMMISSIONERS John E.
'Butch'owARD, Elliott F. ELAM, JR., Comer H. 'Randy'ANDALL,Elizabeth B. 'Lib'LEMING, and G. O'Neal
HAMILTON

ADVISOR TO COMMISSION: F. David Butler, Esq
Senior Counsel

STAFF: Joseph Melchers, General Counsel; James Spearman, Ph.D.,
Executive Assistant to Commissioners; David W. Stark, III, Esq.,
Legal Staff; Philip Riley, Doug Pratt, Lynn Ballentine, and Tom
Ellison, Advisory Staff; Jo Elizabeth M. Wheat, CVR-CM/M-GNSC,
Court Reporter; and William 0. Richardson and Colanthia Alvarez,
Hearing Room Assistants

APPEARANCES:

K. CHAD BURGESS, ESQUIRE, MA TTHEW A/.

GISSENDANNER, ESQVIRE, MITCHELL II/ILLOVGHBY,
ESQVIRE, and BEL TON T. ZEIGLER, ESQVIRE,
representing SOUTH CAROLINA ELECTRIC & GAS COMPANY,
PETITIONER

PUBLIC SERVICE COMMISSION OF SOPH CAROLINA

101 EXECUTIYE CENTER DRIYE PosT OFFIcE Box 1 'I 649
COLUMBIA, SC 29210 COLUMBIAN SC 292 1 'I

WWW. PSC.SC.GOY
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Docket 2015-103-E South Carolina Electric & Gas Co.
Nuclear Construction Updates and Revisions

APPEARANCES (Cont'g):

SCOTT ELLIOTT, ESQUIRE', representing SOUTH
CAROLINA ENERGY USERS COMMITTEE, INTERYENOR

ROBERT GVILD, E'SQVIRE', representing SIERRA CLUB,
INTERVENOR

JEFFRE'Y H. NELSON, ESQUIRE, and SHANNON BOATER
HVOSON, ESQVIRE', representing the SOUTN CAROLrNA OFFICE oF
REGULATORY STAFF

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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PROCEEDINGS
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CHAIRMAN HALL: Thank you. Be seated. Good

morning, everyone. We'l call the hearing to order

and ask Nr. Butler to read the docket, please.

MR. BUTLER: Yes, thank you. Nadam Chair and

other members of the Commission, thi s is Docket No.

2015-103-E, the Petition of South Carolina Electric

8 Gas Company for updates and revi sions to

schedules related to construction of a nuclear

base-load generation facility in Jenk1nsville,

South Carolina.

On Narch 12, 2015, the company filed a

Petition with the Commission seeking an order

approving an updated construction schedule and

capital cost schedule for Units 2 and 3—

CHAIRMAN HALL: Nr. Butler, if you could get a

little bit closer to that mic.

MR. BUTLER: Oh, okay, sorry — [indicating] .

Hello.

COMMISSIONER FLEMING: Now we can hear you.

MR. BUTLER: Okay, there we go. Thank you.

CHAIRMAN HALL: Thank you.

MR. BUTLER: Okay. Anyway, on March 12, 2015,

the company filed a Peti t1on w1th the Commission

seeking an order approving an updated construct1on
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schedule and capital cost schedule for Units 2 and

3 of the V.C. Summer Nuclear Plant.

Please take notice that a hear1ng on this
matter 1s scheduled to begin on Tuesday, July 21,

201 5, at 1 0: 30 a . m., before the Commission in the

Commission's hearing room at 101 Executive Center

Drive, Saluda Building, Columbia, South Carolina,

for the purpose of receiving testimony and evidence

from all interested parties.
Madam Chair and other members of the

Commission, the docket is in order.

CHAIRMAN HALL: All right. Thank you, Mr.

Butler.

And if we can do appearances, who appears for

South Carolina Electric & Gas?

MR. BURGESS: Good morning, Madam Chairman,

and members of the Commission. My name is Chad

Burgess and I'm corporate counsel for SCE&G. And

with me today is Matthew Gi ssendanner; he is also

corporate counsel for the company, Our two outside

lawyers are with us, as well: Mr. Mitchell

Willoughby, of the law firm of Wi1loughby & Hoefer;

and Belton Zeigler, from Wamble Carlyle. It's our

pleasure to appear before you today and we

appreciate this opportunity to allow us to present
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the company's case.

CHAIRMAN HALL: All right. Thank you,

gentlemen.

And we have excused CMC Steel/South Carolina,

represented by Damon Xenopoulos and Charles

Terreni.

Who appears for South Carolina Energy Users

Committee?

MR. ELLIOTT: Madam Chair, I'm Scott Elliott.
10

12

13

I'm here on behalf of the Energy Users.

CHAIRMAN HALL: Okay. Thank you.

And for Sierra Club?

MR. GUILD: Madam Chair, Robert Guild, for

15

16

Sierra Club. Good morning.

CHAIRMAN HALL: Okay. Thank you.

And for ORS?

17

18

20

21

22

23

25

MS. HUDSON: Good morning, Madam Chair,

members of the Commission. I'm Shannon Hudson.

With me is Jeff Nelson. We'e here on behalf of

the Office of Regulatory Staff .

CHAIRMAN HALL: Thank you.

And do we have any members of the public who

wish to be heard at thi s time?

MR. RICHARDSON: Yes, ma'm, we do. I'm just
signing them up.
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CHAIRMAN HALL: I'm sorry, Mr. Richardson, let
me just — thank you [indicating]. And we'l get to

the public witnesses in one second .

And if we can hear about the settlement

agreement at thi s time?

MS. HUDSON: Good morning, agai n, Madam Chair.

Maybe I should—

CHAIRMAN HALL: Yeah, maybe go — yeah, go to

this microphone.

MS . HUDSON: [Indicating .] Good morning

again. Can everyone hear me okay?

12 CHAIRMAN HALL: Yeah. Thank you.

13

15

16

17

18

19

20

21

22

23

25

MS. HUDSON: On June 29th, a settlement

agreement was filed in this docket. It is signed

by the South Carolina Energy Users Committee, the

Office of Regulatory Staff, and SCE&G.

In the settlement agreement, SCE&G agrees to

reduce its return on equity for revised rates

purposes from ii percent to 10.5 percent beginning

in 2016. If the Commission approves thi s

settlement agreement, as I sai d earlier, it would

begin with the 201 6 revised rates filing and

conti nue until the units are complete.

The settlement agreement also notes the

guiding statute for review of SCE&G's modification
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request. That statute is 58-33-270(E). That

statute states: As circumstances warrant, the

company may peti tion the Commission for

modification of its Base Load Order for changes to

schedules, estimates, fi ndi ngs, or conditions. The

statute continues to state that the Commission

shall grant the relief requested if the evidence of

record justifies a finding that the changes are not

the result of imprudence on the part of the

uti 1 i ty.

I want to state that sentence again. The

Commission shall grant the relief requested if the

evi dence of record justifies a finding that the

changes are not the result of imprudence on the

part of the utility.
I wanted to read that statement twice because

that ' the guiding standard that ORS used in its
review. In its review, ORS found no evidence of

imprudence on the part of the utility. With that

conclusion, along with the reduction of the return

on equity and the support of several parties to the

settlement agreement, ORS believes the settlement

agreement is in the public interest and

respectfully requests that the Commission approve

25
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Madam Chairman, if it ' appropriate at thi s

time, we would ask that the settlement agreement

and its two heari ng exhi bi ts be entered into the

record as the fi rst heari ng exhi bi t in this matter.

CHAIRMAN HALL: Okay, thank you. The

settlement agreement will be Hearing Exhibit No . i,
with the two corresponding exhibits.

[WHEREUPON, Hearing Exhibit No. i was

marked and received in evidence.]

Okay. And Mr. Butler will begin calling

witnesses.

MR. BUTLER: Yes, thank you. Madam Chairman,

other members of the Commission, good

morning 

.

In just a moment, I'm goi ng to call the names

of the public witnesses who will speak. I wanted to

gi ve you a couple of preliminary i nstructi ons

first, if I could. Please, when I call your name,

if you will proceed to the table here in front

[indicating], you 'l be sworn at that ti me . If you

will, give your name and address for the court

reporter, so we know who you are. Be sure and cut

on one of the microphones there on the table, so

that everyone can hear you. And after you give

your statement, please remain at the table, so that
you'l be available for questions that the parties
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or the Commissioners may have for you.

We have placed a time limit of three minutes

on all presentations. And as you can see, we do

have a timer that wi 11 aid you in ti mi ng your

testimony. We have a timer set to sound off at the

end of the three minutes.

I did want to remind everyone that this
heari ng is your time to testify wi th regard

to the South Carolina Electric & Gas proposal, but

due to the judicial nature of this proceeding, the

Commissioners cannot take questions and are

prevented from making any comments on any

testimony. The Office of Regulatory Staff and the

company wi 11 be available later for any questions

that you might have.

So now that I'e filled you in on the details,
I'l be calling the names of the witnesses who have

signed up to speak today.

The first witness that I have listed is Mary

Anderson. Would you come forward, please, ma'm?

21 [Witness affirmed]

22 THEREUPON came,

23 MARY ANDERSON
24 who, having been first duly affirmed, testified as follows:

25 WITNESS: I am not doing a formal testimony.
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I am just speaking as a customer of SCE&G, which

means "South Carolina Electric & Gas"; that's just
what I'm going to use.

So, I did this in the form of a letter to the

Commissioners, the Public Service Commissioners,

regarding the South Carolina Electric & Gas '

recent request for a rate increase. So, should I

just read my letter?
To the Commissioners: The Public Service

Commission — can you hear me okay? — should not

approve SCE&G's latest request for a rate increase.

According to The State Newspaper, if approved, this
2 . 8 percent rate increase wi 1 1 affect 700, 000 South

Carolinian customers and would be the seventh rate
hike due to cost overruns in construction of two

new nuclear plants at the V.C. Summer generating
station. Also, it has been reported that SCE&G has

exhausted its financial cushion, is overbudget, and

still years away from commercial

operation 

.

Guess who they wi 11 keep sticking the costs

to. Right, the customers.

Electricity, like water, should not be taxed,

nor should capti ve customers be responsible for

corporate utility compani es'ost overruns or

corporate management mistakes. Electrical power
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and water are absolute necessities to life in our

modern world and should be affordable to the

poorest, as well as to those that are able to

absorb unrelenting, punishing cost increases.

A July 16th Lexington Chronicle article stated

that a 2013 Electric Power Rate Survey of four

South Carolina power companies showed that SCE&G

customers pay higher rates. Why? The law in South

Carolina allows South Carolina Electric & Gas to

charge its customers whatever they can convince the

Public Service Commission to allow. Despite the

di spari ty in electric rates, SCE&G is requesti ng

another rate of 2.8 percent.

I illustrate how much a residential customer

is billed by SCE&G. Ny invoice total for July 22,

tomorrow, is $ 41.85. Of that amount, only $25.65

is for actual electric use, which I used in 30

days. So, only 61 percent of my electric bill
represents electricity usage. That means 39

percent pays for basic facilities charge, 5 percent

franchise fee to the Town of Lexington, and

subdi vi sion lighting for the parki ng lot that is

not my responsibility . No matter how frugal I am,

using electricity, I am charged that 39 percent,

which I believe is picking my pocket, because I
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reap no benefit from it.
For SCE&G, with the State's approval, to

continue to extort money from its customers to

cover its corporate financial obligations—

[3-mi nute bell]

10

12

13

15

16

17

18

— may be legal in South Carolina, but it
certainly is not ethical. So I am urging the

Public Service Commission to deny SCE&G's latest
request for a rate hike. The taxpayer/customer of

monopolist electric power companies needs

protection from the likes of SCE&G. Thank you.

CHAIRMAN HALL: Thank you, Ms. Anderson. If
you can just stay seated.

Do any of the parties have any questions for

Ms. Anderson?

MR. BURGESS: No questions.

CHAIRMAN HALL: All right. Commissioners, any

questions for Ms. Anderson?

19 [No response]

20 Okay. Thank you, Ms. Anderson. You may

21 return to your seat.

22

23

[WHEREUPON, the witness was excused.]

MR. BUTLER: I'd like to call Coretta Bedsole.

24 Ms. Bedsole?

25 [Witness affirmed]
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THEREUPON came,

C 0 R E T T A B E 0 S 0 L E

who, having been first duly affirmed, testified as follows:
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WITNESS: Coretta Bedsole. 177 King Charles

Road, Columbia, South Carolina 29209.

Hadam Chairman and Commissioners, as I

mentioned, my name is Coretta Bedsole, and I have

been an SCE&G customer since 1985. I also serve as

the advocacy director for AARP/South Carolina. I

would like to thank you for the opportunity to

speak to you this morning and for your work in

scheduling a second public heari ng thi s evening, so

that consumers have an opportunity to share their

concerns.

AARP is a nonprofit organization that helps

people over the age of 50 exercise i ndependence,

choice, and control in ways beneficial to

themselves and to society as a whole. We have

590, 000 members in South Carolina, many of whom are

SCE&G electric consumers.

Customers over 50 are particularly vulnerable

to 1ncreases in energy prices, as they, on average,

devote a hi gher percentage of their household

spending on residential energy. AARP/South

Carolina wishes to convey concerns about proposals
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to increase electric rates on residential consumers

for a power plant project that has consistently run

behind schedule and experienced cost overruns. We

ask that you please consider the welfare of

residential consumers and protect their interests
by exerci si ng your full authori ty under current

law.

10

12
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Specifically, we ask you, the Commission, to

conduct a full review of the V.C. Summer project,
similar to a review that was conducted by the

Georgia Publ 1 c Service Commission regarding Georgia

Power's nuclear power plant project.
We also respectfully ask the Commission to

determi ne if thi s current process for fi nanci ng

power plants remains the most economic path towards

an affordable energy future for South Carolina.

AARP's concern is that the current law seems to

limit the

Commission 

' authori ty to rein in cost

overruns once a project has received initial
approval.

SCE&G has been allowed to charge an 11 percent

corporate-profit return on equity, or ROE, to

consumers through this prepayment plan. A

settlement has been proposed that would lower that
profit to 10.5 percent. However, that amount is
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still higher than the corporate profit allowed for

all of SCE&G's current other i nvestments, which

runs roughly 10.2 percent. The ROE percentages

awarded by other state utility commissions around

the country in 2015 have averaged much lower than

10.5 percent. When a project is shielded from risk

through prepayments from consumers, it is actually
less risky for the company. The return should

reflect this lower risk.

Prior to coming to AARP, for 15 years I was a

small business owner. If I had received thi s high

a return on investment with no risk, my business

would've thrived, and hopefully now I would've been

reti red i n the South of France rather than spendi ng

this warm day with you guys.

[Laughter]

The best method of ensuring prudent and

reasonable constructi on practices is to make the

utility financially responsible for avoi di ng cost

overruns.

For the record, AARP is not anti-nuclear.

22 [3-minute bell]

23 Thank you, Commissioners, and I have written

24

25

comments, if you would like those

submitted 

.

CHAIRMAN HALL: Okay. Thank you, Ms. Bedsole.
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Do any of the parties have any questions for

Ms. Bedsole?

[No response]

Okay. Commissioners, any questions?

[No response]

All right. Thank you, Ms. Bedsole.

WITNESS: Thank you for the opportunity to be

heard.

10

12

13

15

[WHEREUPON, the witness was excused.]

MR. BUTLER: I'd like to call Jon Gilligan.

MS. GILLIGAN: You did say "Jan," didn't you?

MR. BUTLER: Jan. I'm sorry.

VOICE: He said "Jon."

MS. GILLIGAN: Did you say "Jan"?

MR. BUTLER: Yes, ma'm, that's you, I

16 believe.

17

18

19

20

21

22

23

25

CHAIRMAN HALL: Okay. We'l make Ms.

Bedsole's comments Hearing Exhibit No. 2.

[WHEREUPON, Hearing Exhibit No. 2 was

marked and received in evidence. ]

[Witness affirmed]

THEREUPON came,

JAN GILLIGAN
who, having been first duly affirmed, testified as follows:

WITNESS: Jan Gilligan. I'm a St. Andrews
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resident, Columbia, South Carolina. And I have

been here before this Commission — I think we have

some new faces, but at least two or three times.

And I think you can tell I'm a senior. I earned

it. The Good Lord still wants me here. But, you

know, if you keep pri ci ng us out, we 'e goi ng to

starve to death. And so I am trying to fi gure out

— and I'm certainly glad that AARP is making a

presence, and I wouldn't even have known — I think

you folks are supposed to see to it that us

customers in South Carolina — or Columbia, anyway—

about thi s heari ng, get to know about i t . And if
i t hadn't been for thi s article in the Free Times,

I wouldn't even know that you all were going to be

here today. Because you'e supposed to put it
[indicating] in my billing . I'e gotten it before

in my billing. You keep telling me about all these

little thi ngs you 'e goi ng to do about raising my

rates, but for some odd reason — I don't know

whether you 'e di scri mi nati ng against me now

because I'e been here for two or three times, but

you 'e not telling me about thi s heari ng . Now I

want to know what's happening there. Okay,

Commission? And Regulatory Staff? Yes, I'e
talked with Chad many

times 

. It ' the first time
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I'e seen him in person here. He knows who I am

now.

10

12
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And — but anyway, you know, looking at these

bills, I went through these last night. Do you

realize that even though you'e frugal,

ultraconservative on energy, peri od, and utilities,
period — electric is just one of them. When they

built our community in Willow Winds, I'

understanding that that was the thing, to have an

"electric community .
" Well, I was just talking

with a lady that she's got some gas. Well, good

for her. I was raised with that. But even so,

this electric certainly isn ' savi ng us anythi ng,

and it keeps going up, up, up. All right. Get

with the 21st century here. I mean, after all,
we'e got solar, we'e got wind. South Carolina is
good for the sunshine. We'e almost as good as

California with this sunshine. Take advantage of

it . We'e got thi s wind power. Take advantage of

it. All this money you'e dumping in — and I do

mean dump. It's been too many years. What is it,
seven years? — dumping into this plant in

Jenkinsville — I'e seen it, by the way. I'e been

in it, by the way. And instead of that happening,

it needs to be discontinued, and it needs to go
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where 21st-century thinking is, and that is in

solid waste, solar energy, wind power. Get with

the program and stop raising all these rates to us

poor, especially, seniors. You know, seniors

don't—

[3-minute bell]

They 'e not making money anymore . We are not

money pots.

CHAIRMAN HALL: Thank you, Ms. Gilligan. If

10 you could just stay seated — Ms. Gilligan?

WITNESS: Oh.

12

13

15

16

17

CHAIRMAN HALL: I'm sorry. If you don't mind,

please, just staying seated in case any parties or

the Commissioners have questions for you.

Parties, any questions for Ms. Gilligan?

MR. BURGESS: No, ma'm, no questions.

CHAIRMAN HALL: All right. Commissioners?

18 [No response]

19

20

21

22

23

All right. Thank you, Ms. Gi 1 1 i gan.

[WHEREUPON, the witness was excused.]

MR. BUTLER: I'd like to call Russell

D'Arensbourg. I may not have pronounced that

right, but if you can correct me, sir, that'l be

fine.

25 MR. D'ARENSBOURG: That was close enough.
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MR. BUTLER: Thank you, sir.
MR. D'ARENSBOURG: That was a hard act to

follow.

[Witness affirmed]

THEREUPON came,

RUSSELL D
'

R E N S B 0 U R G

who, havi ng been first duly affirmed, testified as follows:

10

12

13

15

16

17

18

20

21

22

23

25

WITNESS: Russell D'Arensbourg. 3304 Wilmot

Avenue, Columbia, 29205.

I' like to agree wi th everything that thi s

lady [indicating] sai d.

Here we are again. How many times — thi s is

not a question for anyone; it's a rhetorical

question. How many times are we going to come back

for this, one rate increase after another? Where

will it end?

It seems — it's been my impression that in

most places they'e getting rid of nuclear, and

here we are building one. I don't think that SCE&G

has given enough thought to conservation and, of

course, wind energy and solar. How many wind

turbines would $ i0 billion build? Or is it $ ii
billion now?

That's about all I have to say.

CHAIRMAN HALL: Okay. Thank you, Mr.
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D'Arensbourg.

Do any of the parties have questions of Mr.

D'Arensbourg?

MR. BURGESS: No questions.

CHAIRMAN HALL: Okay. Commissioners?

[No response]

Okay, Thank you, Mr. D'Arensbourg.

[WHEREUPON, the witness was excused.]

MR. BUTLER: I'd like to call Ms. Pamela

10 Greenlaw.

12

13

[Witness affirmed]

THEREUPON came,

P A M E L A G R E E N L A W

who, havi ng been first duly affi rmed, testified as follows:

15

16

17

19

20

21

22

23

25

WITNESS: My name is Pamela Greenlaw. I live

at iOOi Wotan Road, Columbia, South Carolina 29229.

I have some comments that are actually for the

public, and comments for you. I' going to start
with the ones for the public, first.

Basically, by the ti me the Public Service

Commission dockets are scheduled, the i nvestor-

owned SCEBG has already signed whatever agreements

are necessary with Westinghouse. The ink is dry.

They'e already worked with suppliers. They'e

worked with the ORS. And so we know that the
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Public Service Commission is going to approve

whatever the ORS recommends. That is a given. The

ORS does the legal legwork, checking the claims,

numbers, assisting parties in reachi ng compromi ses,

and they forge binding agreements.

The settlement agreements to which Hs. Hudson

already referred are among only the parties — the

peti ti oni ng party and the official i ntervenors-
who want to sign onto the agreement. Intervenors

who do not agree wi th the agreement are gi ven short

shrift in any and all consideration by the ORS i n

its recommendations to you [indicating].
And so what I'm going to ask the Commission to

do is to add onto what AARP would like to see. I

believe that you do have the ability to ask ORS to

return to examine numbers, if necessary. They can

return to study ways that SCE&G themselves can bear

more of the financial burden and not have to burden

the public wi th asking for too many incr- — too

much in their increases.

Hs. Hudson referred to imprudence. The

allowance of cost overruns is an imprudence. The

Lake Charles debacle drags on and on and on. In

most sound busi nesses, failing and i ncompetent

contractors are fined or they are fired, but that
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doesn't seem to have occurred. It could be part of

the confidentiality of i nformati on that SCE&G asks

for, but I don't know.

The original — my original order, that I had

wri tten when I i ntervened at the outset of this

whole thing, was that they build one plant and that

they have a second gas peaking plant. Well, that

is exactly what Santee Cooper is doi ng. They were

going to own 45 percent of thi s plant, and, well,

now, guess what they want to build. A gas plant.

And that was all from evidence that was presented

at the original.
I would like to ask the Public Service

Commission to charge SCE&G and ORS to work together

to secure an independent review of SCE&G's own

energy efficiencies in its current energy plants

and in each and all of its operations centers.

Where energy efficiencies are discovered to be able

to put into place, I suggest that the savings go

i nto payi ng for this nuclear plant.

[3-minute be11]

Okay. All right. Well, thank you very much,

and I will write this out later for you and submit

it at another time, Thank you for your indulgence.

CHAIRMAN HALL; Thank you, Ms. Greenlaw. If
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you can just stay seated, please.

WITNESS: Oh, yes. I'm sorry.

CHAIRMAN HALL: Any of the parties have any

question?

MR. BURGESS: No questi ons for Ms. Greenlaw.

CHAIRMAN HALL: All right. Commissioners?

[No response]

Okay. Thank you so much, Ms. Greenlaw.

WITNESS: Thank you.

[WHEREUPON, the witness was excused.]

MR. BUTLER: I'd like to call Sandra Wright.

[Witness affirmed]

THEREUPON came,

SANDRA WRIGHT
who, having been first duly affirmed, testified as follows:

WITNESS: My name is Sandra Wright. I'm from

313 North Stonehedge, 29210.

I'm going to start by saying I want — I

request that you deny this money going to SCE&G .

This is the second time I'e come here to request,

and I am going to make this statement . This is how

I feel you are, because I feel that each and every

one of you is a stockholder in SCE&G and probably a

promi nent stockholder in SCE&G. So you are not

speaking for me when you make your votes. I am the
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public. You are the Public Service Commission. I

don't feel you are voting for me. You are not

listening to me. You are supposed to be my voice,

but you are not.

Why are we building a nuclear site? Three

Nile Island wasn't enough? Chernobyl's not enough?

Look at these people that have them. They'e

asking us to store thei r nuclear waste, and we are

making somethi ng that ' goi ng to make more?

South Carolina has a large coast. We'e not

using the water. We'e not using the sunshine that

we have. Washington State's under all kinds of

clouds. We have sunshine two-thi rds of the year.

Why aren't we using it? We need to go to solar.
I' not talking wind turbines, because those become

expensive 

. And I' talking about solar not through

SCE&G, because you wi 11 be tying us agai n to

somebody who wants us to pay for the rights to use

the solar panels, and then they'e going to say,

"Well, now, you'e paying us for this, but we want

you to pay to work this stuff up, to make it" ?

When I make something — I' a screen printer, and

I'm an artist. When I make something, I don't tell
thi s person that's goi ng to buy my i tem, "Well, buy

my item. But, now, after you pay for it, I want

OL OF

PUBLIc SERVIcE CQMMIssIQN QF SQUTH CARQLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
70

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

28

10

12

13

14

15

16

17

18

19

20

21

22

23

24

you to pay me for the frame I put it in. I want

you to pay me for my paint. I want you to pay me

for everything that I 've got in it, beyond what I

charged you." When you charge me, SCEKG, for my

electric, I' assumi ng you have your costs in that;
that's why you'e charging me the rate you are.

And I know we have a lot of suits in here. At

thi s meeti ng — the last meeti ng I was at, all of

SCE8G was over here [indicating]; all the public

was over here [indicating] . I made some menti on

about it. I don't know if that had anythi ng to do

with why they'e a little scattered today, or not.

But I know that I' tired of you all giving them—

they come in and they say, " I want 1 3 percent," and

you gi ve them eight . They know they 'e going to

get eight before they come in here, but it ' to

placate me, to make me th~nk you'e done me a

favor. You'e done me no favors. When I pay my

electric bi 1 1, I' assuming I' payi ng for the

electric, which means that fee should include every

cost they have to make that electrici ty available

for me, not the electricity and then this and then

thi s and then this. And now you'e aski ng for more

money for a—

25 [3-minute bell]
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I'm angry. I'm really angry. And I don'

feel you are working for me. I said the same thi ng

the last time I was here, and I can feel my face

going red because I'm angry.

CHAIRMAN HALL: Thank you, Ms. Wright.

Parties, any questions for Ms. Wright?

[No response]

Commissioners, any questions?

[No response]

10
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16
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25

WITNESS: I know there won't be any questions

from this side [indicating]. They don't want to

face anything.

CHAIRMAN HALL: Thank you, Ms. Wright.

[WHEREUPON, the witness was excused.]

All right. I think that concludes our public

witnesses, so, Mr. Burgess, whenever you are ready

to begin.

MR. BURGESS: SCE&G calls Kevin Marsh to the

stand.

CHAIRMAN HALL: Thank you. Come forward, Mr.

Marsh.

MR. GUILD: Madam Chair?

CHAIRMAN HALL: I'm sorry. Mr. Guild?

MR. GUILD: With the Commission' indulgence,

I have an opening statement I' like to make .

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
72

of739

Docket 2015-103-E South Carolina Electric S Gas Co.
Nuclear Construction Updates and Revisions

30

10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CHAIRMAN HALL: Okay. Okay, I'm sorry.

Mr. Burgess, we will begin with Mr. Guild's

opening statement.

MR. GUILD: Good morning, Madam Chair, members

of the Commission. I'm Robert Guild, on behalf of

the Sierra Club.

Let me first tell you that we view thi s case

as a tale of hostage-taking. The company, in

essence, tells us that they explained all the risks
of building thi s novel, new-design, fi rst-of-i ts-
ki nd, one-of-only-two-in-the-country nuclear

plant 

.

They told us the ri sks of all of the economies they

promised us. And now they say we put a gun to

thei r head and forced them to build it, faci ng

those risks. Then they say that Wall Street has

put a gun to thei r head and, if we don't give them

everything they ask for in this extraordinary cost

overrun, that they will not be able to complete the

plant we forced them to build in the first place.

They won't be able to finance it; they won't be

able to complete

construction 

. And, in turn, they

put a gun to the ratepayers'ead and said, "You

put us in thi s position, and now you must pay."

The company's president says that, literally, it
will be impossible to finance completion of this
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plant if you don't give them every dime they claim

they need to finish the job.

We say that's not what the Base Load Act

purports to do, because, as interpreted by our

Supreme Court, it requires you to represent not

only their interests, as stockholders and as a

regulated utility, but the interests of ratepayers

and to protect ratepayers against imprudent utility
management deci si ons, and that i s precisely what

you face today. Will we have the intestinal

fortitude to recognize imprudent misjudgments by

this management now, and hold management

accountable, or wi 11 we continue to shift all risks

to ratepayers? Now is the time to make that

choice.

We believe the record evidence in this case

presented by the company's own witnesses

demonstrate irrefutably that they made a bad gamble

at our expense. And in anybody's book, that

represents imprudence. If this were a marketplace

decision by unregulated entities, they would go

bankrupt and bear the costs of their bad deci si on-

making. You should hold them accountable to no

lower standard than the free market would hold a

company under similar circumstances.
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What are the stakes? $ 1 . 1 billion in cost

i ncreases in simply this increment . Now, that '

not in the fake 2007 dollars; that's in the dollars
that customers will actually bear. $ 1.1 billion.
Thirty-eight months and 1 1 days 'dditional delay,

delay beyond the completion date that they

initially promi sed us . And we have four years yet

to go in constructing this plant. Tell me we will

not exper1ence yet additional delays, yet

additional postponements of the substantial

completion date of this plant .

As of today, on thi s Application, they have

missed the mark of completing this plant by 45

percent . That is what this extended completion

date represents. Any business that mi sj udges the

effectiveness of their construct1on by that

magnitude in the marketplace would be held

accountable. These people should expect no less.
We'e offered a settlement by ORS they tell us

represents approximately $ 15 million total lifetime

benefit to ratepayers. $ 15 million. But that
compares with the $ 677 million in incremental

revenue requirements that are on the table today,

given SCE8G's pending rate i ncrease reflecting
passi ng on the current and expected financing costs

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
75

of739

Docket 2015-103-E South Caro1ina E1ectric S Gas Co.
Nuc1ear Construction Updates and Revisions

10

12

13

15

16

17

18

19

20

21

22

23

25

of completing this plant. $677 million in

incremental revenue versus $ 15 million in total

cost savings. A bad deal. Not — a de minimis

advantage to ratepayers, not worth the deal that is

proposed.

A bri ef reminder of why my clients, the Sierra

Club, care about this. As we'e said from the

outset, when the initial Certificate of Public

Convenience and Necessity was before you, the

initial Base Load Application, we were vitally
concerned that building these fi rst-of-a-ki nd two

nuclear units, where they are the only ones in the

country doing this, except for Georgia Power, would

crowd out the more economical, more renewable, more

contemporary alternatives for meeting electric
needs for South Carolina's customers. And that

reality is being borne out, as we speak.

South Carolina's rate is 42 out of 50 in the

American Council for An Energy Efficient Economy.

They set EEE's state energy effici ency scorecard

for last year, 2014: 42/50. We have some of the

highest electric rates and hi ghest bills in the

country.

South Carolina average residential rates,

according to the United States Department of
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Energy' Energy Information Administration, from

Apr11 2015, the average residential rates in this

State were 13.10 cents per kilowatt-hour. Thirteen

point one [13.1] cents per kilowatt-hour. Those

rates are higher than rates in Florida, Georgia,

North Carol ina, Vi rgi ni a, Al abama, Kentucky,

Ni ssi ssi ppi, Tennessee, Arkansas, Loui si ana,

Oklahoma, and Texas, according to the EIA data for

April 2015. They are higher than the average

regional rates in the West Northcentral Region;

1t's only 11M cents. The South Atlantic Region,

11.9 cents. The East Southcentral Region, 11.27

cents. The West Southcentral Region, 11.46 cents.

The Nountai n Region, 11.83 percent. And the

Pacific — including California — 11.21 cents.

Again, 13 versus 11.

Ratepayers are suffering already. We have the

opportunity to do better, but for the commitment

this utility has made to this very, very bad

1nvestment. Nr. Narsh in his testimony says that

the Obama Administration's Clean Power Plan, the

EPA's Clean Power Plan, which they resist and

object to, would require a 51 percent reducti on in

carbon emi ssi ons per unit in South Carolina, and

they complain because they say the V.C. Summer
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Units 2 and 3, which are in the pipeline, are not

going to be included in that value. And they say,

if they were included, instead of 51 percent

reduction, we'd only have to meet a 38 percent

reducti on in South Carolina. Now, doesn't that

make my point? They'e saying that, by building

the nuclear plants, South Carolina doesn't have to

be as efficient as they otherwise would have to be

in reducing our carbon production. In other words,

we don't have to help our ratepayers save on those

power bills by doing imaginative things done all

over the country, like on-bi 1 1 fi nanci ng for energy

retrofits. We have some of the worst housing stock

in the country; we heat and cool the great

outdoors. And yet we will not appreciate — our

citizens won't appreciate the benefits of energy

efficiency because we are tied to these white

elephants.

Of course, as I said, the nuclear renaissance

has evaporated, except for us. Except for SCE&G

and Vogtle that Georgia Power is building. One

would think that we'e i n the same boat wi th the

Vogtle people — well, at least somebody else'

going to share our sufferi ng. But wait a minute.

Hoody's tells us, in a report comparing SCE&G and
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Georgia Power that characterizes this as a

transformative event for SCEKG's nuclear project,
they say nuclear generation dispatch in SCEKG's

servi ce territory wi 1 1 go from 24 percent, before

the Units 2 and 3 go on-line, to 60 percent. That

many more eggs in the nuclear basket in South

Carolina . Whereas, in Georgia, they go from 23

percent to 30 percent. Larger system, smaller

effect on their overall generation mix. SCE8G will

have a total of 26 percent capacity represented in

these units; Southern Company, only 2 percent from

Vogtle. Most tellingly: Moody's estimates that the

average customer of SCEKG will bear a cost of

$ 8,300 to pay for these nuclear plants — $ 8,300 per

customer — compared to only $2,000 per customer for

a Georgia Power customer. Two thousand dollars

[$2,000] in Georgia; that's their share of the

rock. Eight thousand three hundred dollars

[$8,300] in South Carolina. Annual rate hikes to

pay for this plant i n South Carolina average 3

percent; in Georgia for Vogtle, i percent.

So, by all measures, this is not only a bad

deal for anybody building a new nuclear plant, it'
a worse deal — the worst deal — in South Carolina.

The Post 8 Courier in Charleston reminded us in
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2013 we had some of the highest residential

electricity costs in the South — again, borne out

by current data — mostly due to SCE&G's rates.

So, we assert that the costs associated with

the delay are attributable to the i mprudence of

SCE&G's utility management in making the failed

gamble that this new-generation nuclear power plant

desi gn, using a modular construction technique,

would bear the effi ci encies that they promised us

in that initial Application. And the fact that

they'e come back with $ 1.1 billion in cost

overruns, attributable almost exclusively to the

failure of that gamble, demonstrates the imprudence

of that choice, for which their management should

be held accountable.

They tell us that we have a gun to their head.

We made them do it. Nr. Byrne will tell us, "Oh,

we enumerated all those risks to you. We told you

it was going to be such a good deal to appreciate

the economies and efficiencies from using

standardized designs and advanced modular

construction." And why do they explain the nature

of these additional years of delay now? Failure of

the modular construction fabricators to deliver

acceptable product, meeting quality standards, on
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time, as they told us that they would. Modular

constructi on has been an abject failure in

deli veri ng the effi ci enci es that they promised us .

So we maintain that the costs in this

increment of $ 698 million in 2007 dollars, that are

associated with delay attributable to that bad

management choice, should be denied as imprudent.

Secondly, we maintain that that increment

should be denied because it is not known and

measurable, utilizing traditional utility
regulatory principles . They virtually admit

this 

.

Much of the cost of delay is in dispute. They

claim that they are actively bargai ni ng behind the

scenes with the Westinghouse Consortium to have

Westinghouse bear substantial portions — although

we don't know what those portions are — of that

cost of delay, and that somehow they wi 11 let that

trickle down to us if they work it out to our

advantage. But I submit to you that anybody would

be foolish to assume that SCE8G is going to cut a

hard bargain for us ratepayers if you give it to

them i n advance, if you determine up front that

that cost of delay is prudent. Who in their right

mi nd would go to a bargai ni ng table, wi th a

blessing in advance in their pocket to pay whatever
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So I submit to you it's not known and

measurable; they haven't settled the dispute. Last

fall, before they formally filed this Application,

they told us that they would settle the dispute

before they came back to you; they would have a

known dollar value of what the resolved additional

costs would be, having established a bargain with

Westinghouse. They haven't done it. What they

tell you, instead, is there could be years of

litigation before they know what the resolution

will be. Now, if that isn't the definition of

"speculative" and "not known and measurable," I

don't know what is, under traditional regulatory

princi pl es.

16 Southern Bell Tele hone case, 1978 — I'm one

17

18

19

of those old guys; that was my case — "known and

measurable," the principle established now as the

law in South

Carolina 

. Porter versus Public

20

21

22

Service Commission, i998, elaborated on what "known

and measurable" means. And I submit to you that

the 20i0 decision in the Ener Users Committee

23

25

involving the contingency fund that you approved,

and that the Supreme Court said you erroneously

approved, establishes the same principle when they
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say that no speculative, un-itemized expenses can

be approved under the Base Load Review Act. And

the di sputed delay costs represent precisely that:

speculative, un-itemized expenses.

Just because they tell you they'e got to pay

some of that up front, under the bad contract that

they signed, doesn't mean that those are prudent or

non-speculative expenses. Utility stockholders

should bear those costs if, indeed, the company

signed a bad contract, and has to pay those costs

while they resolve the dispute.

But in any event, until they resolve that

dispute and we know what those are, they are not

known and measurable, and you shouldn't approve

them. So it's not prudent, not known and

measurable.

Finally, we believe that the rate of return on

equity that was in the initial Application of 11

percent, and the 10.5 percent that is the subject

of the proposed settlement agreement — to which

Sierra is not a party — represent excessive,

unreasonable returns. As one of the public

witnesses asserted, it makes no sense when the Base

Load Review Act guarantees them to recover the

costs of the plant — even if they cancel it, even
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if they abandon it — it makes no sense to give them

an incrementally higher rate of return on the

nuclear investment when it is insulated from the

normal ratemaking requirement to go on-line, to be

a plant in service before they'e able to charge

ratepayers.

We submi t that 1f, indeed, thei r current

return on equity generally is 10.25 percent, then

10.5 is ipso facto excessive. We understand that

the prevailing return on equi ty for utilities
similarly situated is lower still around the

12 country. Of course, that same Southern Bell case

13

15

16

17

18

19

20

21

22

23

25

makes the point that we have to look at that range

of reasonableness for establishing a rate of return

when considering comparable returns of similarly

situated companies. And, 1n that case, you'e
established a range of return for a telephone

utility and you said if they were effi cient and

they applied thei r eff1ciencies to the1r

operations, they could themselves earn the higher

end of that range of rate of return, and that is an

1 ncentive to make them efficient . I submit to you

that lowering the rate of return beyond the level

established in the settlement agreement is the

minimum you should do to encourage the company to
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Madam Chair, members of the Commission, I look

forward to an opportunity to examine the witnesses

and to speak further on these matters, but I submit

to you that, on the basis of the evidence of thi s

case, you should reject the Application that's been

submitted to you, for the reasons I'e stated.

Thank you.

CHAIRMAN HALL: Thank you, Mr. Guild.

Okay. Now, Mr. Burgess.

MR. BURGESS: SCELG calls Kevin Marsh to the

stand.

[Witness affirmed]

THEREUPON came,

KEVIN B. MARSH

called as a witness on behalf of the Petitioner, South

Carolina Electric 8 Gas Company, who, having been first duly

affirmed, was examined and testified as follows:

DIRECT EXAMINATION

BY MR. BURGESS:

Q Mr. Marsh, would you please state your name for the

22 record?

23

25

A My name is Kevin Marsh.

Q By whom are you employed and in what capacity?

A I'm employed by SCANA Corporation. I'm the chi ef
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Q And did you prepare or cause to be prepared under your

direct supervi sion 49 pages of di rect testi mony that '

been prefi 1 ed in this docket?

A I have.

CHAIRMAN HALL: Mr. Burgess, could you pull

that microphone closer? I don't think everybody

can hear you.

BY MR. BURGESS:

Q Mr. Marsh, were there any changes or corrections

required of your testimony?

12 A I have three small changes, and I'l be glad to

13 hi ghl ight those.

15

16

17

18

19

20

21

22

23

25

Q Would you please indicate the page number and line

number for those corrections that are required?

A The first one would be on page 17 at the bottom of the

page. On line seven, there's a parenthetical there that

starts "Approximately one-half of the Alternative

Resources..." Right after the opening parenthetical

should be inserted " In 2019-202i." So it should read
" In 20i 9-202i approximately one-half of the Alternative

Resources..." on that line seven.

The next change is on page 25. On line three,

after the word "does" the word "the" should be inserted

between "does" and "company's." And on line four, the
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word "stands" should be "stand"; eliminate the "s" from

"stands."

The final change is on page 46, line nine. The

words "as the" should be replaced with the word "for."

So that line would read "schedules for BLRA purposes."

That would be all the changes I have.

Q Mr . Marsh, subject to those edits in your prefi 1 ed

10

direct testimony, if I asked you all the questions

contained in your testimony, would your answers be the

same?

A Yes, they would.

12 MR. BURGESS: Madam Chairman, at this ti me, we

13

15

17

18

would move into the record the prefiled direct
testimony of Kevin Marsh as if given orally from

the stand.

CHAIRMAN HALL: All right. Mr. Marsh's

testi mony wi 11 be entered i nto the record as if
given orally.

19 ]See pgs 52-100]

20 MR. BURGESS: Thank you, Madam Chairman.

21

22

BY MR. BURGESS:

Q Mr. Marsh, have you prepared a summary of your direct
23 testimony?

25

A Yes, I have.

Q Would you please deliver that, at this time?

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
87

of739

Docket 2015-103-E South Caro11na Eiectric 8 Gas Co.
Nuclear Construct'ion Updates and Revisions

45

A I will .

10

12

13

15

16

17

18

19

20

21

22

23

25

Good morning, Madam Chairman and Commi ssioners.

SCE&G comes before the Commission today to request

approval of a revised construction milestone schedule

and revised cash flow forecast for the two new nuclear

units it is building 1n Jenkinsville, South Carolina.

CHAIRMAN HALL: Excuse me, Mr. Marsh. I'm

sorry. Could you pull that microphone a little bit
closer? I think the people in the back are having

some trouble hearing.

WITNESS: [Indicating.] Is that better?

CHAIRMAN HALL: Do we have — okay, we'e goi ng

to switch the mics out.

[Bri ef pause]

WITNESS: Is that better?

CHAIRMAN HALL: Okay. For the people in the

back, is that better?

VOICE: He hasn't said anything.

WITNESS: Is that better?

VOICE: Yes.

CHAIRMAN HALL: Okay,

VOICE: Not much.

WITNESS: Not much? It sounded like it was

better with this one [indicating]. Can you hear me

with this one at all?
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VOICE: Yes .

CHAIRMAN HALL: Okay, that's good.

WITNESS: I'l start over.
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SCELG comes before the Commission today to

request approval of a revised construction

mi 1 estone schedule and a revi sed cash flow forecast

for the two new nuclear units it is building in

Jenkinsvi lie, South Carolina. This is the third

BLRA update proceeding si nce the Commission

initially approved the project in 2008. At that

time, SCEKG provided the Commission wi th a detai 1 ed

overvi ew of the ri sks and challenges of building a

nuclear plant. We showed that the benefits to our

customers from new nuclear capacity far outweighed

the risk and challenges.

We are currently approximately seven years

into the project, and the benefits from this

project still far outwei gh the ri sk. Capital costs

have increased by approximately $ 712 million, or

about 15 percent, since 2008. At the same time,

based on current schedules and forecasts,

escalation on the project has declined by $ 214

million, the financing costs on the debt to

construct the uni ts has declined by approximately

$ 1.2 billion, and the projected benefit for federal
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production tax credits, which we wi 1 1 pass directly
to customers, has increased by approximately $ 1.2

billion. The impact of these savings can be

expected to offset the impact to customers of the

1nitial — excuse me — of the increase in capital

costs si nce 2008.

In addition, the benefits to our customers

from new nuclear capacity still far outwei gh the

risks. There is no other source of non-emitting,

dispatchable base-load power that can replace the

generation represented by the units. With both

units in servi ce, SCE&G will have reduced its
carbon emissions by 54 percent, compared to 2005

levels. At that time, 61 percent of SCE8G's

generati on will come from non-emi tti ng sources,

compared to 23 percent in 201 4 . The units wi 1 1 be

an important part of SCE&G's plan to meet CO,

emi ssi ons limitations that wi 11 be required under

the EPA's proposed Clean Power Plan.

As Dr, Lynch testifies, even with today's low

natural-gas prices, which I believe are not

sustainable over the long run, completing the uni ts
remains the

lowest 

-cost alternative for meeting

customers'eed for additional base-load generating

capacity.
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Completing the units wi 11 give SCE&G a well-

balanced generation system with roughly equal

amounts of coal, gas, and nuclear capacity. If
SCE&G were to meet its base-load generation needs

by adding new natural gas generation, then fossil

fuels would account for approximately 75 percent of

SCE8G's generation in 2021, with gas alone

representing 48 percent of that generati on. This

would be an unbalanced generation portfolio that

would also be overly subject to environmental and

price risks from fossil fuels.

Concerning the financing of the units, as of

March 2015, SCE8G has successfully raised

approximately 46 percent of the capital needed for

the units, or $ 3.1 billion. This includes $ 1.5

billion in first mortgage bonds issued at an

average interest rate of only 4.99 percent.

Interest rates have been locked in on approximately

$ 1.3 billion anticipated 2015-2016 borrowings at an

estimated effective rate of 5 . 09 percent . These

rates have been possible because the financial

community has become comfortable w1th the careful

and consistent approach the Commission and ORS have

used in applying the Base Load Review Act .

We are now entering a critical peri od i n
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executing the fi nanc1al plan. At the 36 months

beginning with calendar year 2015, we wi 11 need to

finance approximately $ 2 . 6 billion of i nvestment in

the units. During this time, SCERG will not have

the option of waiting out unfavorable market

conditions or postponing financing if markets have

become skeptical of investing in the company due to

unfavorable financial or regulatory results.

During thi s peri od, it wi 1 1 be vitally important

that SCESG maintain access to capital markets on

favorable terms.

The BLRA addresses the two principal concerns

of the financial markets. One is the risk of

regulatory disallowances for events outside the

company's control. Write-downs resulting from

di sallowances have disproportionate i mpact on

investors'isks and return calculations. Under

the BLRA, disallowance is permitted only if changes

in costs or scheduled forecasts are the result of

imprudence by the utility. tiarkets are comfortable

with that risk.

The second concern is the need for revenues to

pay financing costs and support debt coverage and

other measures of creditworthiness while the

project is being built . The BLRA provides for
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regular rate adjustments duri ng construction to pay

fi nanci ng costs. This mai ntai ns SCE&G'

creditworthiness while raising the necessary funds.

Nothing i s more i mportant to SCE&G' financial

plan than maintaining market confidence and the

continued application of the BLRA in a fai r and

consi stent way. Loss of thi s confidence would put

the financial plan for completing the units at

risk. In this regard, markets see the settlement

agreement we'e entered into with ORS and the

Energy Users as a positive example of how the

regulatory process is worki ng in a fai r and

rational way in South Carolina. As is always the

case under the BLRA, revised rates are based on

actual payments only, not projections or forecasts,
or speculative costs. ORS carefully audits all
amounts proposed for revi sed rates recovery. Only

actual costs are included.

Ny senior management team and I are directly
involved in the management and oversight of the new

nuclear project. We deal with the issues that

ari se wi th Westinghouse aggressively and at the

highest levels. If we stay the course with

constructi on and wi th regulation, the uni ts wi 1 1

provide reliable, non-emitting, base-load power to
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our customers for 60 years or more.

It is my opinion, based on 38 years'xperience

in this industry, that the value of the

new nuclear capacity under construction today

remains much greater than any challenges we have

encountered or are likely to encounter during

constructi on of the project.

On behalf of SCE8G, I ask the Commission to

approve the updated cost forecast and construction

schedule for the units as presented here.

That concludes my summary.

12
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[PURSUANT TO PREVIOUS INSTRUCTION, THE

PREFILED DIRECT TESTIMONY (W/CORRECTIONS) OF

KEVIN B. MARSH FOLLOWS AT PGS 52-100]
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DIRECT TESTIMONY

52

OF

KEVIN B. MARSH

ON BEHALF OF

SOUTH CAROLINA ELECTRIC & GAS COMPANY

DOCKET NO. 2015-103-E

8 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND

9 POSITION.

10 A. My name is Kevin Marsh and my business address is 220 Operation

11 Way, Cayce, South Carolina. I am the Chairman and Chief Executive

12 Officer of SCANA Corporation and South Carolina Electric & Gas

13 Company ("SCE&G" or the "Company").

14 Q. DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

15 BUSINESS EXPERIENCE.

16 A. I am a graduate, magna curn laude, of the University of Georgia,

17

19

20

21

22

with a Bachelor of Business Administration degree with a major in

accounting. Prior to joining SCE&G, I was employed by the public

accounting firm of Deloitte, Haskins & Sells, now known as Deloitte &

Touche, L.L,P. I joined SCE&G in 1984 and, since that time, have served

as Controller, Vice President of Corporate Planning, Vice President of

Finance, and Treasurer. From 1996 to 2006, I served as Senior Vice
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I President and Chief Financial Officer ("CFO") of SCE&G and SCANA.

2 From 2001-2003, while serving as CFO of SCE&G and SCANA, I also

3 served as President and Chief Operating Officer of PSNC Energy in North

4 Carolina. In May 2006, I was named President and Chief Operating Officer

5 of SCE&G. In early 2011, I was elected President and Chief Operating

6 Officer of SCANA and I became Chairman and Chief Executive Officer of

7 SCANA on December I, 2011.

8 Q. HAVE YOU TESTIFIED BEFORE THIS COMMISSION BEFORE?

9 A. Yes. I have testified in a number of different proceedings.

10 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

11 PROCEEDING?

12 A. In the Petition (the "Petition"), the Company requests that the Public

13 Service Commission of South Carolina (the "Commission") approve an

14 updated construction schedule and schedule of forecasted capital costs for

15 the project to construct V.C. Summer Units 2 & 3 (the "Units"). My

16 testimony explains the requests contained in the Petition and the value the

17 Units represent to SCE&G's customers, to its partner, Santee Cooper, and

18 to the State of South Carolina, I discuss the importance of this proceeding

19 to SCE&G's plan for financing the Units and how this proceeding fits

20 within the structure of the Base Load Review Act ("BLRA.")

21 Q. WHAT OTHER WITNESSES ARE PRESENTING DIRECT

22 TESTIMONY ON BEHALF OF THE COMPANY?
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1 A.
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The other witnesses presenting direct testimony on behalf of the

Company are Mr. Stephen A. Byrne, Mr. Ronald A. Jones, Ms. Carlette L.

Walker and Dr. Joseph M. Lynch,

1. Mr. Byme is the President for Generation and Transmission

and Chief Operating Oflicer of SCE&G. His testimony reviews the current

status of the construction of the Units and presents the updated construction

schedule provided by the contractors, Westinghouse Electric Company,

LLC ("WEC") and Chicago Bridge & Iron ("CB&P') (collectively

"WEC/CB&I"). Mr. Byrne also testifies concerning the commercial issues

with WEC/CB&I related to the project.

2. Mr. Jones is the Vice President for New Nuclear Operations

for SCE&G. Mr. Jones will testify concerning change orders related to the

project that SCE&G has agreed to with WEC/CB&I, changes in the

Estimated at Completion ("EAC") costs and changes in Owner's cost

arising Irom the new project schedule and other matters,

3. Ms. Walker is Vice President for Nuclear Finance

Administration at SCANA. She sponsors the current cost schedule for the

project and presents accounting, budgeting and forecasting information

supporting the reasonableness and prudency of the adjustments in cost

forecasts. Ms. Walker also testities in further detail concerning key drivers

of the changes in the Owner's cost forecast.
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4. Dr. Lynch is Manager of Resource Planning at SCANA. He

2 will testify concerning updated studies showing that even considering

3 historically low natural gas prices, completing the Units remains the lowest

4 cost option for meeting the generation needs of SCE&G's customers.

All Company witnesses testify in support of the reasonableness and

6 prudency of the updated construction schedule and the costs it represents.

7 From my knowledge of the project and my perspective as SCE&G's Chief

8 Executive Officer, I can affirmatively testify that SCE&G is performing its

9 role as project owner in a manner that is reasonable, prudent, cost-effective

10 and responsible. The other witnesses are providing similar testimony about

11 the project fiom their particular areas of expertise.

12 Q. PLEASE PROVIDE AN OVERVIEW OF THE REGULATORY

13 HISTORY OF THE PROJECT.

14 A.

15

16

17

18

19

20

21

22

In 2005, SCE&G began to evaluate alternatives to meet its

customers'eed for additional base load capacity in the coming decades.

In this evaluation, the Company took account of its aging fleet of coal-fired

units, the volatility in global fossil-fuel markets, and the increasingly

stringent environmental regulations being imposed on fossil-fuel

generation. In its evaluation, the Company sought proposals fiom three

suppliers of nuclear generation units. The evaluation of all alternatives

resulted in the Company signing an Engineering, Procurement, and

Construction Agreement (the "EPC Contract") with what is now
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1 WEC/CB&i on May 23, 2008, after two and onehalf years of negotiations.

2 On May 30, 2008, the Company filed a Combined Application under the

3 BLRA seeking review by the Commission and ORS of the prudency of the

4 project and the reasonableness of the EPC Contract. The cost schedule

5 presented to the Commission in 2008 also included a reasonable forecast of

6 owner's contingency for the project. SCE&G's share of the total anticipated

cost was $4.5 billion. In December 2008, the Commission held nearly

8 three weeks of hearings and took evidence f'rom 22 expert witnesses about

9 the project, the contractors, the EPC Contract and risks of construction.

10 Q. WHAT WAS THE RESULT OF THOSE PROCEEDINGS?

11 A. On March 2, 2009, the Commission issued Order No. 2009-104(A)

12

13

14

15

16

17

19

20

approving the prudency of the project and the schedules presented by the

Company. The South Carolina Supreme Court reviewed the Commission's

determinations and ruled that "based on the overwhelming amount of

evidence in the record, the Commission's determination that SCE&G

considered all forms of viable energy generation, and concluded that

nuclear energy was the least costly alternative source, is supported by

substantial evidence." Friends of Earth v. Pub. Serv. Comm'n, 387 S.C.

360, 369, 692 S.E.2d 910, 915 (2010). In a related case, S.C. Energy Users

Comm. v. S.C. Pub. Serv. Comm 'n, 388 S.C, 486, 697 S.E.2d 587 (2010),

i Unless otherwise specified, all cost figures in this testimony are stated in 2007 dollars and
reflect SCE&G's share of the cost of the Units.
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1 the Court ruled that costs which were not identified and itemized to specific

2 expense items—specifically, owner's contingency costs—could not be

3 included in the Commission-approved cost schedule for the Units. In

4 denying contingencies, the Court recognized that the BLRA allows the

5 Company to return to the Commission to seek approval of updates in cost

6 and construction schedules as the Company is doing here.

7 Q. PLEASE DESCRIBE THE COST AND SCHEDULE UPDATES

8 SINCE ORDER NO. 2009-104(A) WAS ISSUED.

9 A. Since 2009, SCEAG has appeared before the Commission three

10 times to update the cost and construction schedules for the Units.

12

13

14

15

16

17

18

19

20

21

22

l. In 2009, the Commission updated the construction schedule to

reflect a site-specific integrated construction schedule for the

project which WEC/CBki had recently completed. The 2009

update changed the timing of cash flows for the project, but the

total forecasted cost for the Units of $4.5 billion did not change.

2. A 2010 update removed un-itemized owner's contingency f'rom

the cost schedule in response to the decision in S.C. Energy

Users Comm. v. S C. Pub. Serv. Comm'n, supra,. The Company

also identified approximately $ 174 million in costs that

previously would have been covered by the owner's contingency.

The approved cost of the project dropped Irom $4.5 to $4.3

billion.
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3. In 2012, the Commission updated the capital cost forecasts and

construction schedule. The cost forecasts were based on a

settlement between SCE&G and WEC/CB&I for cost increases

associated with:

a. The delay in the Combined Operating License ("COL")

issued by the Nuclear Regulatory Commission (the

"NRC");

b. WEC's redesign of the AP1000 Shield Building;

c. The redesign by WEClCB&I of certain structural modules

10 to be used in the Units; and

12

13

d. The discovery ofunanticipated rock conditions in the Unit

2 Nuclear Island ("NI") foundation area.

The Commission also updated the anticipated schedule of Owner's

14 cost to reflect more detailed operations and maintenance planning; new

15 safety standards issued afier the Fukushima event; and other matters. The

16 2012 update also involved several specific EPC Contract change orders. It

17 increased the anticipated cost for the Units from $4.3 billion to $4.5 billion.

18 The Commission adopted these new schedules in Order No, 2012-884.

19

20

South Carolina Supreme Court affirmed that order in S.C Energy Users

Comm. v, S.C. Elec. & Gas, 410 S.C. 348, 764 S.E. 2d 913 (2014).

21 Q. PLEASE PROVIDE AN OVERVIEW OF THIS PETITION.
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I A.

10

12

13

In this proceeding, SCE&G seeks approval of the revised milestone

schedule (the "Revised Milestone Schedule") attached to Company Witness

Byrne's direct testimony as Exhibit (SAB-2). The updated schedule is

based on information recently provided to SCE&G by WEC/CB&I. It

shows new substantial completion dates for Units 2 and 3 of June 19, 2019,

and June 16, 2020, respectively (the "Substantial Completion Dates").

SCE&G has also submitted a revised cash flow forecast for the

project (the "Revised Cash Flow Forecast" ). That schedule is attached to

Company Witness Walker's direct testimony as Exhibit No. (CLW-1).

It shows an updated cost forecast for the Units dollars of $5.2 billion, which

is an increase of approximately $698 million, or 15%, fiom the costs

approved in Order No. 2012-884. Chart A, below, summarizes these

adjustments.

14
15

16

17

2 SCE&G has not, however, accepted WEC/CB&I's contention that the new Substantial
Completion Dates are made necessary by excusable delays. Nothing in this testimony should be
taken as a waiver or abandonment of any claims SCE&G may have against WEC/CB&I.
Explanations of the reasons for certain delay or cost increases should not be taken as an indication
that SCE&G agrees that the associated delays or cost increases are excusable under the EPC
Contract or that WEC/CB&I is not liable to SCE&G for the resulting costs and other potential
damages.

'his $698 million is net of approximately $ 86 million in liquidated damages that SCE&G
intends to seek trom WEC/CB&I for the delays. While WEC/CB&I disputes this claim, SCE&G
does not believe that WEC/CB&I's counter position should be recognized in determining
anticipated payments to complete the project.
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CHART A
SUMMARY OF COST ADJUSTMENTS

(rmllions of dollars)
Delay lNon-Delay Total
Cost I Cost Cost

ESTIMATE AT COMPLETION (EAC) COST*
Associated with Delay

Less: Liquidated Damages
Net Associated with Delay
Not Associated with Delay

',Other EAC Cost

t Productivity and Staffing Ratios

,
WEC T&M Changes

iTotal: Other EAC Costs

$ 228.1

~t85.5 !

$ 1 54.8

$ 27.4
$ 182.2

$ 142.6

Design Finalization
Total Not Associated with Delay

TOTAL EAC COST ADJUSTMENT
OTHER EPC ADJUSTMENTS

$ 71.9

$ 254.1

$ 396.7

Ten Change Orders
Less: Switchyard Reallocation
TOTAL EPC COST ADJUSTMENT

OWNER'S COST
Associated with Delay
Not Associated with Delay
TOTAL OWNER'S COST ADJUSTMENT

$ 214.3
1

$ 56.5

$ 30.8

$ 453.1

$ 245.1

TOTAL ADJUSTMENT

TOTAL ADJUSTMENT
(Without Liquidated Damages)

Totals may vary due to rounding.

$ 356.9: $ 341.3 $ 698.2

$ 442.4:; $ 341,3 $ 783.8

Delay and Other EAC Costs as reported in the Petition is $411 million. It includes (a) EAC Costs

Associated with Delay ($228,1 million), and (b) Other EAC Cost ($ 182.2 million).
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2 Q. HOW DOES THE CURRENT ANTICIPATED COST OF THE

PROJECT TO CUSTOMERS COMPARE TO THE ORIGINAL

PROJECTIONS?

5 A.

10

12

13

14

15

16

17

18

19

20

While the base capital cost of the project has increased, several

components of the ultimate cost of the project to customers are projected to

offset this increase:

a. Capital cost. Capital costs are increasing by $712 million in 2007

dollars compared to the amount approved in Docket 2008-196-E. The

$712 million increase reference here is different than $698 million

increase referenced in the Petition but both are correct. The total cost

approved in Order No. 2012-884 was more than that approved in Order

No. 2009-104(A) by approximately $ 14 million. As a result the increase

in anticipated costs is approximately $698 million when compared to

Order No. 2012-884 and $712 million when compared to Order No.

2009-104(A).

b. Escalation, The forecasted cost of escalation on the project has declined

by $214 million compared to 2008. This is true even taking into account

the increased cost of the project, and the effect of extending the project

by two years.

10
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10

12

13

14

15

16

17

19

20

21

22

c. Financing. Since 2008, SCE&G has been able to obtain low-cost

borrowing for the project based on support fiom the BLRA, SCE&G's

favorable bond ratings, and the low cost of financing available in debt

markets. Compared to the projections presented in 2008, customers are

anticipated to save approximately $ 1.2 billion in interest costs (in future

dollars) over the life of the debt that has been issued to date to finance

the project and on future issuances where interest rates have been

hedged.

d. Production Tax Credits. The 2005 Energy Policy Act provides a

production tax credit to qualifying new nuclear units of 1.8 cents per

kWh during the first eight years of operation. The credits are limited to

6,000 MW of nuclear capacity built during a specified period with

qualifying units sharing the credits pro rata. In 2008, SCE&G

anticipated its total benefit would be $ 1.06 billion gross of tax. Now it

appears that there will be a smaller number of competing utilities so that

SCE&G will receive a larger amount of credits. Assuming that the

current completion dates can be maintained, SCE&G's forecasted

benefit has increased by approximately $ 1.2 billion in future dollars

since 2008. SCE&G intends to pass all of the savings from the tax

credits directly to its customers as fuel cost credits.

The impact of these savings will more than offset the impact to

customers of the forecasted $712 million increase in 2007 capital cost. For

11
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1 that reason, the combined capital and related cost to customers today does

2 not exceed the estimate provided to the Commission in 2008.

3 Q. HOW HAS THE VALUE OF THE UNITS TO SCE&G'S SYSTEM

4 CHANGED IN RECENT YEARS?

5 A. When SCE&G and Santee Cooper made the decision to construct

10

12

these Units, they did so to capture the value of adding 2,234 MW of

efficient and non-emitting, base-load generation to their generation

portfolios to serve the people of South Carolina. In large part because of the

Units, SCE&G projects that by 2021 it will have reduced its carbon

emissions by 54% compared to their 2005 levels, and 34% compared to

1995 levels. Chart B shows the forecasted reduction in CO2 emissions in

millions of tons:

13

14

15

Chart B
SCE&G's Forecasted CO2 Emissions

SCE816 Electric CO,

16
17

3
Ct C

A:tua projected —39334oua 2003Actuaone

12



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
106

of739

64

There have also been immediate environmental benefits f'rom the

2 Units. In 2008, the Company committed to evaluate whether building the

3 Units might support retiring smaller coal units. The Company has followed

4 through on this commitment. Since 2008, SCE&G put in place plans to

5 retire 730 MW of smaller coal generating facilities. Canadys Units I, 2 and

6 3 have been taken out of service. Urquhart Unit 3 has been converted to gas

7 generation only. For reliability purposes, SCE&G must maintain

8 McMeekin Units I and 2 in service pending the completion of the new

9 nuclear Units. But the current plan is to fuel the McMeekin units with

10 natural gas after April 15, 2016. They may be taken out of service

11 altogether when the Units come on line. SCE&G plans to bridge the gap

12 between these retirements and the completion of the new nuclear Units

13 through interim capacity purchases.

14 Q. HOW DOES THE ENVIRONMENTAL PROTECTION AGENCY'S

15 ("EPA") PROPOSED CLEAN POWER PLAN AFFECT THE

16 VALUE OF THE UNITS?

17 A. EPA's proposed Clean Power Plan was issued in June 2014. The

18 accompanying Clean Power Plan regulations are not yet in final form. But

19 they will require substantial cuts in COz emissions fiom most state'

20 electric generation fleets. Planning for these reductions underscores the

21 value and importance ofnuclear generation.

22 Q. HOW DOES THE CLEAN POWER PLAN WORK?

13
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1 A.

10

11

12 Q.

13

14 A.

15

16

17

18

19

20

The Clean Power Plan is based on Section 111(d) of the Clean Air

Act which governs existing generating units. In that plan, EPA has

computed a target carbon intensity rate for each state's fleet of existing

large power plants. That target carbon intensity rate is expressed in pounds

of carbon per megawatt hour of electricity generated (lb/MWh). The Plan

leaves it to the states to decide how to achieve mandated reductions and

how to allocate those reductions among plant operators.

In computing the target for South Carolina, EPA treats the Units as

existing units and assumes that they were operating at a 90% capacity

factor in 2012. The plan then mandates reductions in carbon intensity rate

Rom that artificially reduced baseline.

WHAT ARE THE SPECIFIC LIMITS BEING PROPOSED FOR

SOUTH CAROLINA?

EPA is proposing that South Carolina reduce its discharges from its

actual 2012 carbon intensity of 1,587 lb/MWh to 772 lb/MWh, a 51%

reduction. Compliance will be phased-in beginning in 2020. In its

comments to EPA, SCE&G has proposed that the Units not be included in

the 2012 baseline calculation. If that is done, South Carolina's carbon

intensity target goes to 990 lb/MWh which would mean a reduction in

carbon emissions of 38% compared to actual 2012 emissions.

21 Q. HOW DOES THIS AFFECT THE VALUE OF THE UNITS TO

22 SCERG'S CUSTOMERS?

14
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1 A. It is not clear how the proposed EPA regulations will change, or how

2 the State will allocate the required reductions among affected power plant

3 owners. However, for South Carolina to meet its targets efficiently, it will

4 be critically important to complete the Units. There is no other source of

5 non-emitting, dispatchable, base load power available to replace the

6 generation represented by the Units. Generation sources that produce any

7 air emissions are now under intense regulatory pressure. There is no reason

8 to assume that this trend will not continue over the long term. Adding non-

9 emitting nuclear generation has tremendous value in the current

10 environmental context.

11 Q. WHAT ABOUT OTHER NON-EMITTING TECHNOLOGIES?

12 A. Solar and renewable resources and energy efficiency will play an

13

14

15

16

17

19

20

21

increasingly important role in SCE&G's generation mix going forward.

SCE&G was an active participant in the group that formulated and

advocated the adoption of the South Carolina Distributed Energy Resources

Act found in Act No. 236 of 2014. SCE&G is currently working to achieve

the renewable resources goals established by the South Carolina General

Assembly in that Act. The achievement of those goals is fully reflected in

all of our capacity and generation forecasts. The same is true of the energy

efficiency goals established in SCE&G Demand Side Management (DSM)

program as approved by this Commission. However, with current

15
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technologies, renewable resources and energy efficiency cannot displace

the need for reliable, dispatchable base load generation.

Because of EPA regulations limiting carbon discharges, it is

extremely difficult to permit new coal generation. For that reason, the only

dispatchable, base load alternative to nuclear generation today is combined-

cycle natural gas generation. Natural gas generation involves lower levels

of COz, NO„, and SO„emissions than coal. However, natural gas

generation does entail some emissions of COz and the six criteria air

pollutants. Nuclear generation remains the only base load resource that is

entirely non-emitting with respect to these air pollutants.

Q. WHAT IS SCE&G'S PLAN TO REDUCE ITS CO& EMISSIONSg

A. As the Company's witnesses testified in 2008, one of SCE&G's

long-term goals in choosing to use new nuclear generation was to create a

system with a majority of its energy being supplied fiom non-emitting

sources. Chart C on the following shows how that plan stands today.

[Chart C begins on the following page]

16
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2

3

4

Chart C
SCE&G's Current and Forecasted Generation Mix

100%
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In 2014, 23% of SCE&G generation of energy was from non-
In 2019-2021

emitting facilities. (/ approximately one-half of the Alternative Resources

17
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1 listed in Chart C are non-emitting. The remainder is biomass). In 2021,

2 which is the first full year that both Units 2 and 3 will be on line, we

3 estimate that 61% of the energy serving SCE&G's customers will come

4 Irom non-emitting sources. SCE&G is on track to achieve its goal to create

5 a generating system with markedly reduced levels of COs emissions and

6 reduced exposure to the risk and costs associated with them.

7 Q. IN 2008, DIVERSIFICATION OF FUEL SOURCES WAS AN

8 IMPORTANT GOAL FOR SCE&G. IS THAT TRUE TODAY?

9 A.

10

12

13

14

15

16

17

18

19

20

The Company testified in 2008 that diversification of fuel sources

was an important reason why adding nuclear generation would provide

value to SCE&G's customers. That continues to be the case today.

SCE&G's current capacity mix is weighted 72% towards fossil fuel,

with coal representing 38% of that capacity, and natural gas representing

34%. In large part because of the addition of nuclear generation, SCE&G

will have a well-balanced generation system in 2021 with 28% of its

capacity in coal units, 26% of its capacity in natural gas units, 32% of its

capacity nuclear units and 14% of its capacity in hydro/biomass/solar

facilities. In 2021, the three principal fuel sources, nuclear, coal and natural

gas, will each represent a significant and balanced component of capacity.

Chart D shows this capacity mix in a graphic form:

21

18
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Chart D
SCE&G's Current and Forecasted Capacity Mix

100%
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Creating this balanced mix of capacity will give SCE&G operating

flexibility to respond to changing market conditions and environmental

regulations. I am not aware of a cost effective way today to create this

19
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1 flexibility other than by adding new nuclear capacity. This is particularly

2 true now that for environmental reasons adding new coal capacity is no

3 longer feasible. If SCE&G were to meet its 2020-2021 base load generation

4 needs by adding new natural gas generation, then fossil fuels (natural gas,

5 oil, and coal) would account for approximately 75% of SCE&G's

6 generation in 2021, with gas alone representing 48% of its generation.

7 Given the increasing environmental pressures on coal and the technological

8 limitations on relying on renewables for base load capacity, under any

9 reasonable scenario the system's reliance on natural gas is likely to go up

10 steadily in the years following 2021. Without the new nuclear capacity

11 represented by the Units, SCE&G's system would likely be locked into a

12 significantly unbalanced generation portfolio with increasing reliance on

13 natural gas generation today and in the decades to come.

14 On the other hand, adding nuclear capacity creates a balanced

15 generation portfolio. As was the case in 2008, this continues to be an

16 important reason that building these Units provides value to our customers.

17 Q. DO CURRENT LOW NATURAL GAS PRICES CHANGE THE

18 VALUE THAT THE UNITS WILL PROVIDE TO CUSTOMERS?

19 A.

20

21

22

Hydraulic fiacturing, or "fiacking," has reduced the cost and

increased the supply of natural gas at this time and for some years in the

future. However, predictions of future natural gas prices are notoriously

unreliable over the long-term. The planning horizon for determining the

20
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10

12

13

14

15

16

17

19

20

21

value of a nuclear unit is 60 years or more. Prices for fuels are historically

volatile as natural gas will change over that time. The lesson of history is

that fossil fuel prices will change dramatically and unexpectedly over that

long a time. Therefore, prudent utility generation plans seek to create

balanced systems that can respond as prices fluctuate over time and are not

overly dependent on any one fuel source. As discussed above, that is what

SCE&G's generation plan seeks to do.

In the case of natural gas supplies and &acking, there are efforts

underway to limit &acking based on environmental concerns. But the issues

go beyond &acking. The Sierra Club indicates on its current website that it

is committed to "putting natural gas back in the dirty box with its fossil fuel

brethren." In its "Beyond Natural Gas" campaign, the Sierra Club tells

readers of its website that "[t]otal life-cycle emissions for coal and gas are

nearly equivalent," and that "[t]he Sierra Club continues to legally

challenge new natural gas plants and demand requirements that limit their

emissions of greenhouse gases." According to the Sierra Club, "[n]atural

gas is not part of a clean energy future.'" It is only reasonable to assume

that once coal plants are closed, restricting natural gas generation will

become the principal focus of entities like the Sierra Club.

In addition, domestic United States natural gas prices are still out of

line with global prices:

't://content.sierraclub.or natural as/ rotect-our-clunate (accessed May 20, 2015).

21
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CHART E

Landed LNG Prices A ril 2015

($US/MBTU)
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10

12

13

How long the current price disparities can remain is difficult to

determine. But there is every reason to expect that in the coming years U.S.

natural gas prices may begin to respond to global markets and the global

hunger for energy. Major energy companies are moving to expand their

inf'rastructure to export natural gas produced in the United States as

liquefied natural gas ("LNG"). A review of the reported 2015 data indicate

that 24 new LNG export facilities have been approved or proposed to be

permitted in the United States. Another 26 sites are listed as potential

export sites in North America.

22
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Furthermore, there are questions about how to make sufficient

pipeline capacity available to transport natural gas to consumers if the

greater part of the nation's future energy needs will be supplied by natural

gas indefinitely. A number of new pipelines are under construction or have

been proposed such as the new Atlantic Coast Pipeline being constructed

fiom West Virginia to North Carolina. Capacity in these pipelines will be

significantly more expensive than existing pipeline capacity.

SCE&G continues to believe that over the long planning horizon that

is involved when procuring base load generation units, the unbalanced

reliance on any single fuel source is dangerous fiom both a cost and a

reliability standpoint. Over the long-term, prices will change unpredictably.
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1 I have testified to that fact before this Commission in past proceedings. It

2 continues to be my firm belief.
THE

3 Q. WHERE DOES/COMPANY'S FINANCIAL PLAN REGARDING

4 THE UNITS PLAN STANDK TODAY?

5 A. As of March 2015, SCE&G had successfully raised the capital

6 necessary to support $3.1 billion of the $6.8 billion cost of the Units in

7 future dollars (which is comparable to $5.2 billion in 2007 dollars). This

8 represents approximately 46% of the value of the Units when completed.

9 SCE&G has supported this investment through issuance of debt in the form

10 of first mortgage bonds of SCE&G and equity from SCE&G's retained

11 earning, and sales of common stock by SCANA and retained earnings of

12 SCANA, the proceeds of which have been contributed to SCE&G. Where

13 possible, SCE&G has locked in favorable interest rates for future

14 borrowings. As of March 2015, interest rates on approximately $ 1.3 billion

15 in anticipated 2015-2016 borrowings have been locked in at an estimated

16 effective rate of 5.09%.

17 Q. HOW HAS THE FINANCIAL COMMUNITY RESPONDED TO

18 SCE&G'S BORROWING TO SUPPORT THE UNITS?

19 A. As evidenced by SCE&G's recent debt ofFerings, the financial

20

21

22

community has been supportive of SCE&G's plan to finance the

construction of these Units. The financial community is comfortable with

the careful and consistent approach to applying the BLRA that has been

25
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1 followed by the ORS and Commission since its adoption. Since 2009,

2 SCE&G has issued approximately $ 1.5 billion in first mortgage bonds

3 through eight separate issues that are directly related to the nuclear project.

4 The weighted average interest rate of these bonds is only 4.99%.

5 Q. COULD YOU PROVIDE EXAMPLES OF SUCCESSFUL

6 MARKETING OF BONDS IN RECENT YEARS?

7 A. SCE&G's $250 million bond issue in February 2011 was

8 oversubscribed by a factor of eight and was ultimately priced at the lowest

9 end of the indicated interest rate range. SCE&G's $250 million bond issue

10 in January 2012 was oversubscribed by a factor of six and, when issued,

11 bore "one of the lowest 30-year coupons of all time," as reported at the time

12 by Credit Suisse. Nevertheless, the next issue, which was SCE&G's $250

13 million issue in July 2012, bore a yield which "represent[ed] the lowest 30-

14 year utility yield on record," as reported at that time by Well Fargo.

15 SCE&G's $300 million May 2014 bond issue represented the first 50-year

16 bond issued in the utility and power sector and only the sixth such bond

17 ever issued in the United States. It was oversubscribed by a factor of 13 and

18 was issued at a rate estimated to be only 35 basis points higher than a 30-

year bond would have borne.

20 Q. HOW DID THK MARKET RESPOND TO SCK&G'S MOST

21 RECENT BOND ISSUE?

26
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1 A. In May of this year, SCE&G issued $500 million in 50-year first

2 mortgage bonds. The interest rate was favorable at 5.1%. However, on the

3 day of the issuance the subscriptions for this issue were slow in coming. At

4 one point, it appeared that the entire $500 million might not be sold. In the

5 closing hours of the offering, it required a slight nudge upward in the

6 interest rate to bring the book of potential buyers &om $400 million to the

7 expected $500 million. While the interest rate on the bonds was still very

8 good, it was the first time in recent years that the issuance was not

9 oversubscribed. In most other cases, the bonds were quickly

10 oversubscribed.

11 Q. DO YOU KNOW WHY THESE BONDS WERE MORE DIFFICULT

12 TO SELL?

13 A. We polled several investment banking firms involved in the

14 transaction. They reported that an important factor for many potential

15 buyers was their concern over regulatory risk related to the current filing.

16 Bond buyers have options. If bond buyers have concerns about SCE&G's

17 risk profile, it is often just as easy for them to buy bonds of companies that

18 do not face such risks as to buy SCE&G's bonds.

19 Q. WHAT IS YOUR CONCLUSION FROM THESE FACTS?

20 A. The market is becoming increasingly sensitive to SCE&G's

21

22

regulatory risk in the nuclear context. The 'overhang'f the current

proceeding has brought that risk into focus for the market. We were able to

27
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1 complete the transaction successfully and at a good interest rate, but what

2 we learned is that the risk of losing market support for our financing plan is

3 real. That could happen if the market loses confidence in the consistent

4 application of the BLRA.

5 Q. WHAT IS THE FINANCIAL PLAN FOR COMPLETING THE

6 UNITS GOING FORWARD?

7 A. In mid-2015, we are entering a critical time in the execution of our

8 financial plan. We anticipate spending approximately $940 million on the

9 Units in 2015, approximately $ 1 billion in 2016, and approximately $900

10 million in 2017. After that time, annual capital expenditures are anticipated

11 to drop quickly. During this three year period, SCE&G will not have the

12 option of waiting out unfavorable conditions in the capital markets or

13

14

15

16

17

19

20

21

postponing issues during periods where it has achieved unfavorable

financial or regulatory results as a company. During this time, it will be

vitally important that SCE&G maintain access to capital markets on

firvorable terms. If SCE&G can maintain access on such terms, the

Company may be able to continue to reduce debt costs and the costs to

customers from financing the Units as compared to the 2008 projections.

However, if access to capital markets on favorable terms is lost, the reverse

is true. Financing costs will go up, and in some circumstances, it could

prove impossible to finance the completion of the Units.
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1 Q. WHAT ROLE DOES THIS PROCEEDING PLAY IN SCE&G

2 EXECUTING ITS FINANCIAL PLAN?

3 A. Nothing is more important to SCE&G's financial plan than that we

4 sustain the market's understanding that ORS and the Commission will

5 continue to apply the BLRA in a fair and consistent way. The financial

6 markets understand that the Commission and ORS may come under

7 pressure to deviate &om the terms of BLRA as challenges appear in the

8 construction project. The decision here will provide the financial markets

9 with an important signal concerning how the markets should expect that the

10 BLRA will be applied over the remaining five years of the project. That

11 will greatly impact how the financial community assesses the financial and

12 regulatory risks of the project and the rates and terms on which SCE&G

13 will be able to finance the approximately $3.4 billion of debt and equity

14 that remains to be raised.

15 Q. PLEASE EXPLAIN WHY YOU BELIEVE THAT THE BLRA IS SO

16 IMPORTANT TO THE FINANCING PLAN FOR THE UNITS.

17 A.

19

20

21

22

The BLRA was adopted to make it possible for electric utilities like

SCE&G to consider building new nuclear units. Before the BLRA was

adopted, building a new nuclear plant was not a viable option for SCE&G.

For SCE&G to seriously consider adding new nuclear capacity, legislative

action was needed to overcome two major challenges. These are the two

challenges which the BLRA sought to address:
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The Financing Challenge. Recovering the financing costs of a

project during construction was the first challenge. During construction of a

base load plant, a company must raise hundreds of millions of dollars of

new capital each year to finance construction costs. Each time bonds are

issued to pay for construction, debt service increases. Unless there is a

corresponding increase in revenues, debt service coverage ratios decline as

do other financial ratios. Bond ratings are based on these ratios. As these

ratios decline, the creditworthiness of the company suffers. In time, bond

ratings are downgraded. At that point, raising capital on favorable terms

can be extremely difficult or potentially impossible. Capital to complete

the plant may not be available.

On the equity side, each time additional common stock is issued to

support construction, there are more shares outstanding. Additional

dividends must be paid. Without new revenues, earnings are diluted. As

earnings are diluted, the attractiveness of the stock and its value decline. To

finance the next round of construction, a higher number of lower-priced

shares must be issued to generate the same amount of capital. This causes

yet more dilution and further weakens the value of the stock going into the

next financing cycle.

The only solution is for the company to generate revenues sufficient

to pay debt service, meet coverage ratios and provide reasonable levels of

earnings per share as the new plant is built. Some years ago the
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18

19

Commission recognized this fact and began to authorize utilities to include

the financing costs of plants in rates before they were completed. This was

done in general rate cases by recognizing the financing costs associated

with construction work in progress ("CWIP") as an expense for ratemaking

purposes. The Commission has historically allowed a company to apply its

weighted average cost of capital to its CWIP to determine the amount of

revenue needed to support the common stock and bonds issued to finance

construction. The weighted average cost of capital is the amount of

revenue that the Commission has determined to be necessary to support

investment of capital in the utility, specifically, to pay debt service on

bonds and allow a reasonable level of earning to support common stock.

But this CWIP based approach required the utility to file general rate

cases during plant construction. This produced rate adjustments that were

stair stepped in one or two-year intervals. SCE&G successfully used this

approach when building its last coal plant, Cope Station (1995), and its

most recent combined cycle natural gas plant, Jasper Station (2004). During

construction, there were a total of six separate rate adjustments which

placed some part of the financial costs of the capital spent on those plants

into rates.

20

21

22

Cope and Jasper, however, took three to five years to build, not

twelve as is the case for nuclear. Outlays for those plants were in the

hundreds of millions of dollars, not billions. If this approach were to be
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used to support a nuclear construction pmject, it would require SCE&G to

litigate full electric rate cases every year or two for approximately 12 years,

Neither SCE&G nor its investors considered this to be practical.

Disallowances. The second challenge utilities like SCE&G faced in

base load construction was the threat of construction cost disallowances.

Investors are sensitive to very small changes in returns. Even 'minor'onstruction

cost disallowances can hit investor returns with crippling

force. For example, it takes only a five percent disallowance of principal in

a given year—$50 million on a $ 1 billion investment—to cut a ten percent

return in half. Even a small disallowance today indicates the potential for

future disallowances as construction progresses. Therefore, even small

disallowances can drive investors away and make it impossible for a utility

to complete a construction project due to lack of financing.

These financial realities are facts that opponents of nuclear power

used to great effect in the last nuclear construction cycle. They underscore

why SCE&G believes that even a small departure fiom the terms of the

BLRA could cause the investment community to fundamentally change its

assessment of SCE&G's future regulatory risk.

The BLRA. In response, the South Carolina General Assembly

adopted the BLRA. It allows for annual rate adjustments through revised

rates filings to cover the financing costs of approved nuclear construction

projects pending their completion. Financing costs are based on the same
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weighted average cost of capital that applies under the CWIP method. As

with the CWIP method, before a plant goes into service, only financing

costs may be recovered under the BLRA, not the cost of the plant itself.

The BLRA carries forward the key concepts of the CWIP method but does

so without requiring full rate cases each year which would not be practical.

As to disallowances, the BLRA provides an opportunity for the

Commission to review the prudency of constructing the plant in detail

before construction begins. Once the prudency decision is made,

disallowances are permitted if (a) the construction does not proceed within

the originally approved cost and construction schedules and (b) schedule

amendments such as the updates that are requested here are not made. As

to the second point, the BLRA states that the Commission will grant

requests for amendment as long as "the evidence of record justifies a

finding that the changes are not the result of imprudence on the part of the

utility." S.C. Code Ann. Il 58-33-270(E)(1).

Under the BLRA, prudency reviews are made based on plans and

forecasts before construction begins. The Commission determines whether

or not it is prudent to proceed with the project under the construction plan

and with the contractors and EPC contract proposed by the Company. The

initial plans and forecasts can then be updated so long as the updates are not

the result of imprudence by the utility. This assures the financial

community that disallowances based on after-the-fact prudency challenges
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1 will not impair their ability to recover the capital they invest in the project

2 unless there is imprudence by the utility in administering the project.

3 Q. WHAT DO YOU BELIEVE TO BE THE POLICY BEHIND

4 LIMITING THE PRUDENCY REVIEW IN UPDATE DOCKETS TO

5 THE PRUDENCY OF THE OWNER IN MANAGING THE

6 PROJECT?

7 A. In considering disallowances, the BLRA properly focuses on the

10

utility as owner of the project and those cases where the utility has caused

additional cost to be incurred through imprudence in its role as owner.

More specifically, in this project, the Commission properly looks to

SCE&G as owner for prudence in

12 ~ construction oversight;

13

14

15

16

17

18

19

~ obtaining licenses and permits for the Units including NRC

licenses, and complying with those licenses and permits;

~ administering the EPC Contract and enforcing its terms;

~ resolving disputes with the EPC contractors;

~ constructing transmission facilities to support the Units;

~ recruiting, hiring and training of operating staff for the Units;

~ deploying information technology ("IT" ) systems to support the

20 Units;
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and safety plans for the Units; and

~ performing all the tasks that fall under the heading of operational

readiness for the Units.

The BLRA provisions as to cost and construction schedule updates

6 properly focus on those aspects of the project that the Company can

7 control, specifically its own prudence as owner in administering the EPC

8 contract, overseeing the contractor's work and performing the work that is

9 the owner's direct responsibility. Other risks related to construction are

10 reviewed in the initial BLRA proceeding when the EPC contract, EPC

11 contractor, and other aspects of the project are being approved. The

12 decision to approve a project under the BLRA is a decision that it is

13 reasonable and prudent to assume the risks of proceeding given the terms of

14 the EPC contract, the review of the EPC contractor, and the other matters

15 considered.

16 Q. IS THIS POSITION CONSISTENT WITH THE COMMISSION'S

17 PRIOR RULINGS UNDER THE BLRA?

18 A. In the 2008 proceedings, the Commission and the parties reviewed

19

20

21

the risk factors associated with this project and concluded that the project

should proceed under the terms of the BLRA in spite of those risks. Based

on its review of that information, the Commission ruled as follows:
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1

2

3

4

5

6

7

8

9
10

11

12

13

14

15

The Commission's approval of the reasonableness and
prudency of the Company's decision to proceed with construction of
the Units rests on a thorough record and detailed investigation of the
information known to the Company and the parties at this time.
Once an order is issued, the Base Load Review Act provides that the
Company may adjust the approved construction schedule and
schedules of capital cost if circumstances require, so long as the
adjustments are not necessitated by the imprudence of the Company.
S.C. Code Ann. $ 58-27-270(E). The statute does not allow the
Commission to shift risks back to the Company.... In addition, risk
shifting could jeopardize investors'illingness to provide capital for
the project on reasonable terms which, in turn, could result in higher
costs to customers.

Order No. 2009-104(A), p. 92. On appeal, the South Carolina Supreme

16 Court described that order as "a very thorough and reasoned order."

17 Friends of Earth v. Pub. Serv. Comm'n of S. Carolina, 387 S.C. 360, 372,

692 S.E.2d 910, 916 (2010). The court stated that "the Commission

19 addressed each and every concern Appellant presented...." Id.

20 Q. WHAT INFORMATION ABOUT RISKS DID SCE&G PLACE

21 BEFORE THE COMMISSION IN 2008?

APTI en Sl E&G filed fo BLPQ a ro .a1 '008 '+ la ed befo o +I

23 Commission an extensive assessment of the risks and uncertainties of this

25

26

27

project. SCE&G also placed before the Commission its choice of EPC

contractors, its plan for construction of the Units, and the terms of the EPC

Contract under which subcontractors would be selected and the Units

would be constructed. SCE&G explained:

28

29
30

SCE&G has reviewed the risks related to constructing the Units
carefully and over an extended period of time. It has compared those
risks to the risks of the other alternatives that are available to meet
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1

2

3

4

5

6

7

8

9
10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

the energy needs of its customers and the State of South Carolina...
SCE&G has concluded that constructing the Units is the most

prudent and responsible course it can take at this time to meet the
base-load generation needs of its Customers....

...In the end, this project's ability to meet its current schedule and
cost projections will depend on the cumulative effect of those risk
events that do occur on the schedule and cost projections contained
in this Application.

Petition, Docket No. 2008-196-E, Exhibit J, p. 12.

SCE&G's 2008 BLRA application acknowledged that, "[fjor a

project of the scope and complexity of the licensing and constructing of the

Units, any list of potential risk factors compiled at this stage of the process

will not be exhaustive." Petition, Docket No. 2008-196-E, Exhibit J, p. 12.

With that caveat, SCE&G listed the specific risks that seemed most

important at the time. Among the risks specifically enumerated at that time

were many, if not all, of the risks that have resulted in the current update

filing:

~ Module production: "It is possible that manufacturers of unique

components (e.g., steam generators and pump assemblies or other

large components or modules used in the Units) and

manufacturers of other sensitive components may encounter

problems with their manufacturing processes or in meeting

quality control standards.... Any difficulties that these foundries

or other facilities encounter in meeting fabrication schedules or
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quality standards may cause schedule or price issues for the

Units."

10

12

13

14

16

17

19

~ Construction EAiciencies: "The project schedule and costs are

based on efliciencies and economies anticipated Rom the use of

[standardized designed and advanced modular construction

processes].... However, standardized design and advanced

modular construction has not been used to build a nuclear facility

in the United States to date. The construction process and

schedule is subject to the risk that the benefits fiom standardized

design and advanced modular construction may not prove as

great as anticipated."

~ Rework: "[N]o AP1000 units have yet been built. Accordingly,

problems may arise during construction that are not anticipated at

this time. These problems may require repairs and rework to be

corrected. Repairs and rework pose schedule and cost risks

resulting both Rom the repairs and the rework itself, and Rom the

time and expense required to diagnose the cause of the problem,

and to plan, review and approve the work plan before

implementation."

20

21

22

~ Scope Changes: "[S]cope increases can result fiom changes in

regulation, design changes, changes in the design and

characteristics of components of equipment, and other similar
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factors.... Scope changes represent an important category of

risk to which the project is susceptible."

~ Design Finalization: "[T]here is engineering work related to the

Units that will not be completed until after the COL [Combined

Operating License] is issued. Any engineering or design changes

that arise out of that work... could impact cost schedules or

construction schedules for the Units."

8 See Combined Application, Docket No. 2008-196-E, Exhibit I, p. 6-12.

In light of these risks, SCEkG expressly acknowledged in 2008 that

10 cost and schedule updates might be required. The Commission agreed that

11 under the BLRA these updates would be allowed so long as they were not

12 due to the imprudence of the utility.

13 Q. WHAT DO THE OUTSTANDING COMMISSION ORDERS SAY

14 ABOUT THE EPC CONTRACT?

15 A, In Order No. 2009-104(A), the Commission ruled that "[a] key

16

17

18

19

20

21

22

component of the prudency review envisioned by the Base Load Review

Act is a review of the reasonableness and prudence of the contract under

which the new units will be built." Order No. 2009-104(A) at p. 70. The

Commission pointed out that in the 2008 proceedings "[a] number of

intervenors have raised questions concerning the degree of price certainty

provided by the EPC Contract." Id. at p. 73. However, the Commission

noted that this issue has been addressed in the testimony of the Company's
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witnesses who "testified that in the EPC Contract the Company sought to

obtain the greatest degree of price assurance possible, with due

consideration to the cost that [WEC/CB&I] would charge for accepting

additional price risk." Id. The Commission concluded that "the EPC

Contract contains reasonable and prudent pricing provisions, as well as

reasonable assurances of price certainty for a project of this scope." Id. at

74.

10

12

13

14

Mr, Byme and I were involved in the negotiation of the EPC

contract, which took over two years after WEC/CB&I was selected as the

preferred vendor. During those negotiations, we gave serious consideration

to obtaining fixed or firm pricing for Craft Labor, Non-Labor Costs and

some or all of the potential scopes of work falling in the Time &, Materials

("T&M") categories. The EAC cost adjustments presented for review in

this proceeding, apart fiom change orders, are all found in these categories.

As 'nd'ed 'n O de No 2009 104(63 p e d t 'n d that the +rice

16

17

18

19

20

21

SCE&G and SCE&G customers would have paid for price certainty for

these items was prohibitive. In 2008, we did negotiate fixed or firm pricing

for more than 50% of the EPC Contract. Since that time, we have extended

price assurance to approximately two-thirds of the contact through

subsequent negotiations with WEC/CB&I. Our conclusion in 2008 was that

the premium to fix the prices for the remaining EPC cost categories was too
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1 high. The Commission expressly approved that decision as reasonable and

2 prudent in Order No. 2009-104(A).

In spite of the increased costs we are considering today, the decision

4 to forego price certainty in 2008 was the correct decision. I have

5 participated in the EPC Contract negotiations and can affirm that the cost

6 increases we are facing today do not exceed the cost that would have been

7 paid for additional fixed price assurances under the EPC Contract.

8 Q. SHOULD THE COMPANY POSTPONE UPDATES TO THE

9 SCHEDULES UNTIL ISSUES RELATED TO SCHEDULE AND

10 COST DISPUTES WITH THE CONTRACTORS ARE RESOLVED?

11 A. No. It would not be prudent for the Company to defer updating its

12 cost and construction schedules until a later time:

13

14

15

16

17

18

19

20

21

We do not know when a more appropriate time would be. While we

would hope that our disputes with the contractors can be resolved by

negotiations, there is no timetable for those negotiations. If litigation

is required, the court proceedings in a matter this complex could last

five years or more. The final resolution might come well after the

project was completed.

The most important years for financing the Units will be 2015-2017.

Delaying a decision on these costs will inject significant uncertainty

in the financing plan at the exact wrong time.
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( 1 3. If SCE&G foregoes adjusting its cost and construction schedules, it

foregoes including these costs in revised rates filings. Without

revised rates, SCE&G loses revenue that is required to support the

debt the Company plans to issue in the coming years and to support

common stock. Our financial plan for completing these Units is

based on regular, annual revised rates filings. Without the revenue

I'rom revised rates, our debt service ratios, and other financial ratios

begin to erode immediately resulting in a financial plan that rapidly

becomes unworkable.

10

12

13

14

4. The financial community expects us to update our schedules and

proceed with revised rates as we have every year since 2009. If we

are not able to proceed consistently with past practice and current

expectations, the financial community will swiftly reassess its

support for this project and the confidence it has in the Company's

fmanciai nlon This ls the mnst impnrtant pnint nf ail The

16

17

18

19

20

21

22

consequences of the Company not proceeding with updates and

revised rates filings as the BLRA envisions could result in an

immediate withdrawal of financial support for this project.

Not to proceed with this filing would also be contrary to our long-

standing commitment to this Commission and the public to come

forward publically for approval of changes in our cost and

construction schedules as we identify them.
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1 Without approval of the cost and construction schedules proposed here, the

2 Company's ability to finance the completion of the Units on reasonable

3 financial terms may be placed in great jeopardy.

4 Q. IF THESE DISPUTES ARE UNRESOLVED, HOW CAN COST AND

5 CONSTRUCTION SCHEDULE UPDATES BE APPROVED?

6 A.

10

12

13

14

15

16

17

18

19

20

21

22

The cost and construction schedules presented for approval here are

no different from those approved in 2008 and in each update docket

thereafter. In each case, the Company came before the Commission with

the best information available concerning the anticipated construction

schedule for completing the Units and the anticipated costs associated with

that schedule. In every case, both the cost and the construction schedules

presented and approved have been anticipated schedules for completing the

Units. As anticipated schedules they are subject to risks, uncertainties,

potential changes and possible revisions. That is true of the cost schedule

here just as it has been true of all cost schedules the Commission has

approved to date.

The current schedules reflect the best information available about the

anticipated costs and construction timetables for completing the project.

The anticipated capital costs presented here are not speculative. As Mr.

Byrne testifies, they are based on a careful review of construction plans and

the costs of the tasks required to complete them. No speculative or un-

itemized costs are included in this cost schedule. There is no question that
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1 these costs on this schedule will be paid. They only question is whether

2 SCE&G can recover some of these costs fiom WEC/CB&I. It is appropriate

3 that this cost schedule be approved under the BLRA as the updated

4 schedule for the project.

5 Q. SHOULD WE WAIT FOR CHANGE ORDERS?

6 A. No. A change order is not needed to properly consider these updates.

7 The Construction Labor, and Non-Labor Costs, which constitute the Target

8 Cost categories under the EPC Contract, are not fixed or firm. T&M costs

9 are also not fixed or firm. Change orders to the EPC Contract are not

10 required for WEC/CB&I to bill SCE&G for amounts above the target or

11 estimated levels.

12 Q. HOW WILL REGULATORS ENSURE THAT IMPROPER

13 CHARGES ARE NOT INCLUDED IN REVISED RATES?

14 A. As is always the case under the BLRA, revised rates are based on

15 actual paIrmr nts onlIr not nrniecfinns They never refiect cnctc that haire

16

17

18

19

20

not been paid. In all cases when SCE&G files for revised rates, the

Company presents ORS with the actual invoices and other cost data

establishing the project costs that have been paid to date and information

justifying those costs. ORS has full audit authority over this data. ORS

carefully audits all amounts SCE&G seeks to include in revised rates

21 recovery.
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SCE&G has no interest in including any improper amounts in

2 revised rates recovery. If anything improper is found in these amounts

3 through ORS's audits or otherwise, we will thank the party that points that

4 out and remove those amounts fiom revised rates filings immediately. If

5 those amounts were improperly invoiced to us by WEC/CB&I, we will take

6 appropriate action with WEC/CB&I to have their invoices corrected and

7 proper credits applied.

8 Q. HAS SCE&G APPROVED THESE UPDATED SCHEDULES?

9 A.

10

12

13

14

15

16

17

19

20

21

22

SCE&G has "approved" the updated schedules in the sense that it

recognizes them to be the most accurate and dependable statements

available of the anticipated construction schedule for completing the Units

and the anticipated schedule of capital costs for completing the Units. As a

practical matter, these schedules are in fact the schedules under which work

on the project is proceeding. Insofar as they reflect data fiom WEC/CB&I,

that data has been endorsed by WEC/CB&I as contractor under the EPC

Contract. SCE&G has carefully reviewed the data provided by WEC/CB&I

and verified its reasonableness. SCE&G has also provided certain data of

its own that is included in the cost schedule, specifically data as to Owner's

cost and payments it intends to withhold fiom WEC/CB&I. SCE&G stands

behind its data completely.

For these reasons, SCE&G has determined that the anticipated cost

schedule presented by Ms. Walker (Exhibit No. (CLW-1)) and the
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1 anticipated construction schedule presented by Mr. Byrne (Exhibit No.

2 (SAB-2)) are reasonable and prudent basis on which the Commission may

3 update the approved BLRA schedules for this project. The schedules

4 presented here in every way meet the definition of the anticipated

5 construction schedule and the anticipated capital cost schedule for the

6 project. They are appropriate schedules for the Company to bring forward

7 to the Commission for review and approval under BLRA. In that regard

SCE&G has approved these schedules for filing as updated project
for

schedules )tS/j litt/ BLRA purposes.

10 However, for purposes of the EPC Contract, we are concerned that

11 WEC/CB&I may seek to take the term "approved" as applied to these

12 schedules to mean that SCE&G has approved substituting these schedules

13 for the schedules previously approved in the EPC Contract, thereby

14 excusing WEC/CB&I Irom contractual obligations, penalties, claims and

15 nossible dameges from failine tn meet thnee schwa dull c ScE&G hae nnt

16 approved those schedules in that sense whatsoever. In its role as Owner of

17 the project, SCE&G intends to maintain all claims and exert all possible

18 leverage over WEC/CB&I related to its obligations under the EPC

19 Contract.

20 Q. WHAT IS YOUR CONCLUSION AS TO THE VALUE THAT NEW

21

22

NUCLEAR GENERATION BRINGS TO YOUR CUSTOMERS AND

TO THE STATE OF SOUTH CAROLINA?
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1 A. SCE8cG continues to pursue the generation plan that it presented to

this Commission in 2008. That strategy remains fundamentally sound.

When SCEkG came before the Commission in 2008, we presented a

detailed overview of the risks and challenges of building a nuclear plant.

We showed then that the benefits to our customers f'rom new nuclear

10

12

13

14

15

16

17

18

19

20

21

22

capacity far outweighed these risks and challenges.

We are now seven years into a twelve year construction project. As

Mr. Byrne testifies, the project team has overcome many of the one-of-a-

kind challenges presented by this project. The financial information I have

provided shows that the impact of lower inflation, lower debt costs and

increased production tax credits will offset the impact of capital cost

increases. Because o f these o ff-sets, the costs of the project to customers is

no greater today that it was in 2008 when SCE&G first came to the

Commission for its approval.

Furthermore, the environmental imperatives of reducing COz

emissions are greater than ever. The risks of building a system with an

imbalanced reliance on fossil fuels for dispatchable base load capacity is

certainly no less than it was in 2008.

As Dr. Lynch testifies, the Company has updated its modeling of the

cost of completing the Units compared to other alternatives. That modeling

demonstrates that even with today's low natural gas prices —which I believe

are not sustainable over the long run—completing the Units remains the
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10

13

14

15

16

17

18

19

20

21

lowest cost alternative for meeting the pressing need of SCE&G's

customers for base load generating capacity. The financial benefits of

completing the Units are clear even when the risk of future natural gas

volatility is ignored.

In light of these facts, we believe that the logical and prudent choice

is to proceed with the construction plan and apply the BLRA as written.

The BLRA is the basis on which the project has been successfully financed

to date. It will be the basis for all future financings. The BLRA is the basis

on which SCE&G maintains the creditworthiness necessary to continue this

project. Deviating fiom the consistent application of the BLRA would put

the financial plan for completing the Units at grave risk. That could

increase the costs of the project to customers dramatically and could well

result in the financial community denying SCE&G access to capital on

reasonable terms. That could make completing the Units financially

impossible which would be a great loss to our customers, to our partner

Santee Cooper, and to our state.

My senior management team and I are directly involved in the

management and oversight o f the project and in interacting with

WEC/CB&I and its senior leadership team. We are dealing with the issues

with WEC/CB&I aggressively and at the highest levels. The challenges we

are facing are consistent with the risk we identified in our filings in 2008.
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1 The important point is that these challenges do not in any way outweigh the

2 long-term benefits of adding this new nuclear capacity to our system.

The construction phase we are in today is temporary. If we stay the

4 course with construction and with regulation, the Units will be built and

5 will provide reliable, non-emitting base load power to our customers for 60

6 years or more. It is my opinion based on thirty-eight years'xperience in

7 this industry that the value of the new nuclear capacity under construction

8 today remains much greater than any challenges we have encountered or

9 are likely to encounter during construction of the project.

10 Q. WHAT ARE YOU ASKING THE COMMISSION TO DO?

11 A. SCE&G is asking the Commission to approve the updated cost

12 forecast and construction schedule for the Units as presented in the Petition

13 in this matter and in the testimony of Mr. Byrne, Mr. Jones, and Ms.

14 Walker. SCE&G requests that the Commission find that the changes in

15 cost and construction schedules are the result of risks that have long been

16 identified as pertaining to a project of this size and complexity. Moreover,

17 SCE&G requests the Commission to find that SCE&G's management and

18 development of the project continues to be reasonable and prudent in all

19 respects.

20 Q. DOES THIS CONCLUDE YOURDIRECT TESTIMONY?

21 A. Yes. It does.
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MR. BURGESS: Nadam Chairman, Mr. Narsh is

available for cross-examination by Mr. Guild and

questions from Commiss1oners, if any.

CHAIRMAN HALL: All right. We'l take a short

break before we begin. Five minutes.

[WHEREUPON, a recess was taken from 11r35

to 11:50 a.m.]

CHAIRMAN HALL: Thank you. Be seated.

Nr. Guild, if you will go over to that mic,

10

12

13

15

16

17

18

19

20

21

and never leave that mic, please.

[Laughter]

CROSS EXAMINATION

BY MR. GUILD:

Q Good morning, Nr. Narsh.

A Good morning.

Q I'd like to confirm some numbers for you as we try to

examine the Application you have before us. The company

has just recently filed for a Base Load Review Act

annual increase based on the capital costs of the

proposed plants; is that right?

A It's based on the revised schedule we received from the

22 consortium, that's correct.

23

25

Q Okay. And I have an Exhibit G to that Application

that's identified as a red-lined amended Exhibit G—

corrects a couple of errors, I think. I just wanted

OL OF
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10

12

13

14

15

16

17

18

19

you, if I could get you to confirm, subject to check,

the figures that appear on that sheet that I'e been

relying on. First, there's a line that's entitled
" Incremental Revenue Requirements-BLRA," and are those

the incremental requirements that are associated with

financing the Units 2 and 3?

MR. BURGESS: Madam Chairman, would Mr. Guild

be so kind as to show Mr. Marsh what he's readi ng

f rom?

MR. GUILD: I just have one copy, but i f

perhaps counsel has available the document, they

could share with him. I'd be happy to show it to

him; it just has my handwriting on it, my

scratching.

CHAIRMAN HALL; Can you tell us what document

you'e referring to?

MR. GUILD: Yes. It's Exhibit G to the

pending rate increase request by SCE8G . It ' thei r

pending request.

20 BY MR. GUILD:

21 Q You filed one in June, did you not, Mr. Marsh?

22 A I believe that's correct. I 'l get a copy of it from

23 the attorneys.

Q Perhaps I could just ask—

25 MR. BURGESS: You don't have a copy, Mr.

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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Guild, to show him?

MR. GUILD: I have just one copy.

MR. BURGESS: Okay.

VOICE: It's your document.

10

12

13

14

15

16

MR. BURGESS: I think you have to show your

copy to the witness.

CHAIRMAN HALL: Okay . Mr . Guild, we 'e going

to get a copy of that, so that he can revi ew it, as

well. You don't have a clean copy, Mr. Guild?

MR. GUILD: No, ma'm, I do not. I assumed

the company would know about their own exhi bits.

CHAIRMAN HALL: Mr. Zeigler, have you found a

copy?

MR. ZEIGLER: [Indicating. ]

WITNESS: [Indicating.] I'e got a copy of

the exhibit. We are ready.

17 CHAIRMAN HALL: Thank you.

18 BY MR. GUILD:

19 Q Mr. Marsh, you have that before you?

20 A Yes, I do.

21 Q And make sure you have the amended red-lined version.

22 Do you have that one, sir?

23 A Mine says, "Amended Exhibit G."

24 Q That's right. "Red-Lined version" under that?

25 A I don't see "red-lined version."

OL OF
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MR. BURGESS: I think his version is a clean

version that he has there.

MR. GUILD: Well, let's just see—

10

MR. BURGESS: There is a clean version and a

red-line versi on. I think Mr. Guild i s reading

from the red-line version. We have a copy of the

clean version. If you would prefer that he read

from a red-line version, we'l try to find a red-

line version.

MR. GUILD: It's just the copy I have, Mr.

Burgess.

12 BY MR. GUILD:

Q But let me just see if I can get you to confirm the

numbers. If they'e different, just tell me, please,

18 A That's fine.

16 Q But, again, there's a horizontal line that reads

17

18

" Incremental Revenue Requirements-BLRA." You see that?
Left-hand column?

19 A Yes, I do.

20 Q All right. And it has a seri es of entri es by year,

21 running across from left to right, on the page, correct?
22 A That is correct.

23 Q Does that indeed represent the annual increase

associated wi th fi nanci ng Units 2 and 3 under the BLRA?

25 A It would represent through 201 4 the revenue requirement

OL OF
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that I believe we'e already applied under the Base Load

Review Act, and from '5 forward I believe those numbers

would represent the estimated amounts of revenue

increase that wi 11 be required, based on the 1nformati on

we provided in this docket to the Commission.

10

Q Indeed, that's what I'm driving at, all right? So, just
subject to check — and if you have the document, confirm

these numbers appear — for 2015, and that's the pending

appl1cation, you show an incremental BLRA revenue

requirement of $70 million, correct?

11 A That is correct.

1.2 Q All right. And 2016, $ 135 million?

13 A That's correct.

Q 2017, $ 111 million?

15 A That's—

16

17

MR. BURGESS: Madam—

WITNESS: — correct.

19

20

21

22

23

25

MR. BURGESS: — Chair, if I may. I'm not

really sure where Mr. Guild is going with this.
He's referring to an Application in another docket

that's not germane to this proceeding. We would

object to this line of questioning on the ground

1t's 1rrelevant.

MR. GUILD: Madam Chair, it seems to me that

the—

OL OF
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VOICE: If he can—

MR. GUILD: — BLRA revenue—

VOICE: — stand up, I can stand up.

CHAIRMAN HALL: I'm sorry.

VOICE: I want to—

CHAIRMAN HALL: No, ma'm, you cannot stand

up. You will sit down and behave with some

decorum. The only parties — only parties will

address the Commission.

10 Go ahead, Mr. Guild.

12

13

15

16

17

18

19

20

21

22

23

24

25

MR. GUILD: Madam Chair, the revenue

requirements anticipated to complete the plant
couldn't be any more relevant. This is a document

from the company. It represents an admission by

the company. I can't imagine that the Commission

wouldn't be interested in hearing what the expected

total revenue — incremental revenue requirements

are going to be, associated with these cost

overruns and project delays. That's precisely what

I'm driving at.

CHAIRMAN HALL: All right. Mr. Burgess's

objection is sustained, Mr. Guild, so move on,

please.

BY MR. GUILD:

Q Would you accept, subject to check, that the total

OL OF
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10

12

13

15

16

17

19

20

21

22

23

incremental revenue requirements through the in-service

dates of 2020 amount to $677 million under the Base Load

Review Act, as you project them?

A Not just as a number added up, because those numbers

represent potential future increases. Those are derived

based on the estimates we have in the calculat1on we

provided the Commission in this case on the revi sed and

updated

schedule 

. As we have provided in our testimony,

a significant portion of those dollars are still under

dispute and we continue to pursue that dispute with the

consortium. So these are estimates for BLRA purposes;

they would not represent the actual dollars that would

be filed. The only thing that could be filed with the

Commission are actual dollars that are spent when they

are actually spent. These are future dollars and, so,

until they'e actually expended by the company, they

would not be included in a rate proceeding.

Q Would you accept, subject to check, that my math is

correct, $ 677 million, and, with that explanation, is

the total future revenue requi rement, 2015 through 2020?

A Yes.

MR. GUILD: Madam Chair, I ask that this be

marked as an exhi bi t and travel with the record as

25

an offer of proof, please.

CHAIRMAN HALL: It will be Hearing Exhibit
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[WHEREUPON, Hearing Exhibit No. 3 was

marked for identification.]
MR. BURGESS: Madam Chairman, may I see that?

CHAIRMAN HALL: Go ahead, Mr. Burgess.

MR. BURGESS: [ Indicating .] Madam Chairman, I

would object to the handwri ti ng on thi s document .

I'm not sure whose handwriti ng that is. It'
certainly no witness of ours. So, if Mr. Guild

wants to include this in the record, he certainly

has that right to do so, but I would object to the

writing that's on here.

CHAIRMAN HALL: Mr. Guild, do you have a clean

copy?

MR. GUILD: I don'. It's my copy. I submit

it '
my handwriti ng . You sustai ned an objection to

my questioning. I submit that I should be able to

ask those questions. I'd like the company's own

document, from which I was questi oni ng, marked as

an offer of proof to travel with the record. I

believe, under the Rules of Evidence, I' entitled

to have it marked as an offer of proof, whether it
has my handwriting or not, whether Mr. Burgess

likes my handwriti ng or not. I simply ask that the

record contain a document from which you did not
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allow me to examine the witness. Thank you.

CHAIRMAN HALL: Well, certain thi ngs, Mr.

Guild. Number one, we prefer a clean copy. I

mean, I don't know if you want your work product

involved or included in the record—

MR. GUILD: I have no problem with that, Madam

Chair. You can have my handwriting. I just want

to have the record clear that the Commission would

not allow thi s line of questioning, and that is an

offer of proof to support any evidentiary

objections that I might want to preserve for

appeal. So, I'd ask that it be marked in the form

in which—

CHAIRMAN HALL: In which—

MR. GUILD: — I was using it.
CHAIRMAN HALL: — case, a clean copy would

suffice.

MR. GUILD: Ma'm?

CHAIRMAN HALL: I mean, a clean copy would

suffice, would you agree?

MR. GUILD: I can't under- — I can't hear you.

CHAIRMAN HALL: A clean copy. Would you not

agree a clean copy would suffice?

MR. GUILD: Would suffice?

CHAIRMAN HALL: As an offer of proof?
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MR. GUILD: If I wanted to make it an offer of

proof. But I want that document made an offer of

proof, Madam Chair. It ' the document that I was

questioning from, so I wou'Id 'like to have that one

marked as an offer of proof. If the Chair would

like to include a clean copy, as well, I certainly

have no objection to that. My only point is I'm

trying to examine the witness from the company's

own document. You wouldn't let me do it. I'd like

lt made an offer of proof .

CHAIRMAN HALL: We'e already sustai ned that

objection.
MR. GUILD: What objection is that, Madam

Chai r?

CHAIRMAN HALL: About not going down that line

of questioning. So I'm — we'l include the clean

copy. We'l include a clean copy that you provide.

MR. GUILD: Madam Chair, I'd like the copy

with my notes on it included as an offer of proof.

20 CHAIRMAN HALL: Okay.

21

22

23

25

MR. GUILD: If the Chair would like a clean

copy included, as well, as a Commission exhibit

CHAIRMAN HALL: No-

MR. GUILD: — of course, I have no objection.

CHAIRMAN HALL: The clear copy wi 1 1 be Hearing
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Exhibit No. 3, no handwriting.

MR. GUILD: Madam Chair, I don't know how to

preserve an objection if you won ' allow me to put

an offer of proof in, so, if the record would just
reflect the fact that I would like my document in,

regardless of whether it has handwriting on it, as

an offer of proof, I would appreciate it.
CHAIRMAN HALL: Okay. Well, that's certainly

included in the record, and a clean copy will be

Hearing Exhibit No. 3.

/See Vol 3, Pg 398J

BY MR. GUILD:

Q Mr. Marsh, let's talk about the estimates of delay.

Would you accept that the company now proposes 38 months

and 18 days'dditional delay in the completion of

construction for Unit 2, as compared to the initial
proposed substantial completion date approved by the

Commission in the initial Base Load Application?

A Yes, the original date for the new Unit 2 was 2016. We

have been back to the Commission with updates to that

schedule that currently had it, I believe, before this

hearing, as being due in 2017.

Q Thirty-eight months, 18 days?

A I'l take your math, subject to check.

Q You need to get a little closer to the mic. I'm having
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a hard time with the speakers.

CHAIRMAN HALL: I'm sorry, Mr. Marsh. Yeah,

again, we can't hear you.

WITNESS: [Indicating .] Can you hear me now?

I can't get much closer.

[Laughter]

CHAIRMAN HALL: Yeah. I'm sorry.

BY MR. GUILD:

Q All right. And at the time the Commission approved the

initial Base Load Order in March 2009, Order 2009-

104(A), there were 85 months until the initial
substantial completion date for Unit 2. Would you

accept that?

A Subject to check.

Q Okay. So the 38-month delay — and i8 days — that you

propose now, represents a 45 percent extension of that

initial substantial completion of the constructi on

schedule, correct?

A I'e not done the math. It's a simple calculation, so

subject to check.

Q Subj ect to check. I bel i eve you stated that you

estimate that the additional cost to complete represents

a i5.8 percent increase over the initial capital costs

approved in the initial BLRA Application, correct?

A I believe I said i5 percent in my testimony.
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Q All right, I'l accept that. Now, SCEKG already

proposes to sell an additional 5 percent of both units

to Santee Cooper, do they not?

A No, that's not correct.

Q What's the planned relationship with Santee Cooper in

terms of proportional ownershi p of the units expected to

be after in-service?

A Santee Cooper approached us with a discussion about

selling part of thei r ownership. They currently own 45

percent of the new units. And after discussions with

Santee, we entered into an agreement with Santee-
subject to thi s Commission' approval — that we would

purchase an additional 5 percent of Unit 1 — Unit 2, the

first new unit, when it came on-line. That purchase

would take place over a two-year period.

Q I see. So, not both units, just Unit 2?

A Just Unit i.

Q I'm sorry, Unit 2?

A The new uni t, whi ch is Unit 2.

Q But not Unit 3?

A That's correct.

Q Okay. So with the addition, then, of an additional

fractional ownership by SCE8G, what impact would that

have on SCE8G's share of the capital costs to complete

the units?
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A It has no change on the capital costs we presented here.

These capital costs i n thi s filing represent only our 55

percent share. We have not approached the Commission

about the additional 5 percent, so there's nothing

reflected i n these numbers for the additional 5 percent,

if we move forward with that.

Q Right, I get that. But if you know already that you'e
going to sel ll„,l 5 percent at least of one uni t to

SCE8G's co-owner, Santee Cooper, then South Carolina

ratepayers are going to bear a proportional i ncreased

share of the cost of completing the plant, won't they?

A We'e not going to sell any of our interest to Santee

13 Cooper.

15

16
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Q No, Santee Cooper is going to sell it to you.

A That ' correct . I' just correcting what you

said 

.

Q And so, we, collectively, are going to own more of the

units than we would before you sell that fraction—

before you buy that fraction from Santee Cooper,

correct?

A Subject to this Commission's approval.

Q Right . So how much additional cost wi 1 1 South Carolina

Electric 8 Gas Company ratepayers bear of the cost of

the two units after that proposed acquisition is
complete?

A The purchase is intended to take place at Santee
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Cooper' book cost . Those numbers are being negotiated

now, but it will be slightly different from SCE&G's

numbers because thei r accounting is a little bit

different. They follow different procedures than we do,

as a governmental entity. It would be at their book

cost.

MR. GUILD: Madam Chair, I just apologize but

I'm having a hard time hearing the witness. I

think it ' the sound system in some way . It ' just
a little garbled and I apologize for pressing him,

but I just don't understand some of his answers.

I' sure Mr . Marsh is speaki ng clearly enough; i t '

just the system.

WITNESS: Let me try it again. Is that

better? The 5 percent we would propose to purchase

from Santee Cooper, when the first new unit comes

on-line, would be at Santee Cooper's cost. That

cost would be a little bit different from ours

because they follow different accounting policies

than we do, because they'e a governmental entity.

But the intent is to purchase that 5 percent at

thei r cost, subject to thi s Commission ' approval,

and the payments for that and the related

megawatts, the output, would transfer to SCE&G over

a two-year period,
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BY MR. GUILD:

Q All right, understood. So the question that I had for

you, that I don' think you responded to, i s, what

additional costs do you expect South Carolina Electric &

Gas ratepayers to bear, of the cost of the total

project, after that contemplated acquisition from Santee

Cooper is complete?

A If you make the assumption that the Commission approves

the transfer, then we would assume an additional 5

percent in cost of the total project, based on Santee

Cooper's share of the cost.

Q Of Unit 2?

A Of Unit 2.

Q Not Unit 3?

A Not Unit 3.

Q Understood. Thank you. Now, you propose a settlement

to the Commission involving an agreed reducti on on the

return-on-equity component under the BLRA, from 11

percent to 10.5 percent, correct?

A That was part of the settlement agreement.

Q [Indicating .]

A That was part of the settlement agreement, that'

23 correct.

25

Q Now, can you confirm ORS' estimate that that has an

approximate $ 15 million total-project-lifetime revenue
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effect for ratepayers?

2 A That is correct.

3 Q Now, you follow — apparently, as you said in your

testimony — the ratings and commentary by the financial

community on the effects of this project on the

company's finances?

7 A Yes, I do.

8 Q You 'e familiar with Moody ' Investors Services, their
commentary on the company?

10 A They do have commentary from time to time, yes.

Q You familiar with the piece that they offered that

12

13

compared the effects of the nuclear project by SCE&G on

the other APi000 under constructi on, the Vogtle project

bei ng built by Georgia Power?

15 A I don't recall that particular piece. I may have read

17

it. I see a lot of information from Wall Street. I

don't recall that particular piece at this time.

18 Q They characterized the project for you as a transforming

event for SCE&G. You agree with that?

20 A I don't know how they used that "transforming," you

21

22

know, word, in context . To me, it ' a transforming

aspect of what we'l be able to provide to the State of

23 South Carolina with the clean energy that will come from

24

25

the project over 60 years. I think that will transform

what South Carolina is able to do by providing clean,

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
160

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Rev7s7ons

118
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Q Here's what they said that meant—
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MR. BURGESS: Objection. That's hearsay.

CHAIRMAN HALL: Sustained.

MR. GUILD: Madam Chair, I'm not testifying;
thi s is cross-examination . I believe I' entitled

to put a question to the wi tness .
I' not offeri ng

evi dence; I' asking the question, and I can quote

from anything I want to, I thought, under the Rules

of Evidence, Madam.

MR. BURGESS: Madam Chairman, if I may, Mr.

Marsh i ndi cated he was not familiar with that

particular writing Mr. Guild's referring to.

MR. GUILD; Whether or not, Madam Chair — this

is open cross-examination in South Carolina, and I

have never been restrained in a court of law from

aski ng a questi on based on any supposition. I am

proposi ng to him a premi se. He doesn't have to

agree with it. He can think I'm making it up, for

that matter. But the fact remains, I'm entitled to

frame a question under the Rules of Evidence.

CHAIRMAN HALL: Okay. Finish your question,

Mr. Gu1ld.

24 BY MR. GUILD:

25 Q Transforming event for SCE8G. Would you accept that
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adding these units alters SCE&G's nuclear generation

dispatch from 24 to 80 percent?

3 A I 've got that information. Just bear with me for a

minute [indicating]. From a dispatch perspective, in

2014, the dispatch for nuclear is around ig percent; in

202i, when both units are expected to be on-line, it
would go to 56 percent.

II Q All right. Would you accept, subject to check, that

10

Georgia Power, which is building Vogtle, will go from

only 23 percent nuclear generation dispatch to 30

percent, adding the two Vogtle units?

12 A I don't know about their generation mix.

Q Would you accept that the nuclear units wi 1 1 represent

26 percent of your total capacity once they'e on-line?

A I have 32 percent, including our current unit.

1G Q Georgia Power/Southern Company, the Vogtle unit is only

17 2 percent of their total generation. You accept that?
18 A That sounds very low, but I don't have the details of

19 their generation mix.

20 Q SCE&G proposes to — is expected to seek annual rate

21

22

23

hikes under the Base Load Review Act that approximate 3

percent per year, to finance the Summer units. Would

you accept that?

24 A I think the average has been about 2.3, 2.4.

25 Q But in Georgia, it's only i percent to finance Vogtle.
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A I don't have the details of their financing plan or

their generati on mix, so I just can ' veri fy those

numbers.

Q March i6, 2015, Moody's says, quote, "'SCANA and SCE8G

are completely exposed to and dependent on the BLRA,'aid

Susana Vi vares, vice president/senior

analyst 

.
"

Are you familiar wi th that comment by Moody '?
A I'e had a number of conversations with Moody's about

the impact of the Base Load Review Act and the

importance of its application in the building of our

units. That comment would not surpri se me. When we

came to the Commission in 2008 and put the idea in front

of the Commission of building these new plants because

we felt like they were the best opportunity for us to

serve the base-load needs of our customers for years to

come, we produced that — we filed that case under the

Base Load Review Act.

I was here in the '70s and the '80s when nuclear

plants were built initially; there were a number of

challenges that were met by utilities. One of those was

the compounding of interest rates on top of expenditures

while the plants were being built, before they came on-

linee.

We felt like, under the Base Load Review Act — or

we knew under the Act, if we were able to recover the
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fi nanci ng costs of the plants on a current basi s, that

would save us approximately $ 1 billion in fi nanci ng

costs, which i n turn would save the customers $4 billion
over the life of the plant.

So I'e told this Commission before, wi thout that

Base Load Review Act, I don't know that we would have

proceeded with construction, because that's the

construct under which the plants are financed; that is

the way we presented the plants to the financial

community. They understand how that works. They

understand the benefi ts of building the plants that way.

We had done that on several smaller projects prior to

bri ngi ng the new nuclear project to the Commission . The

BLRA just really codifi ed the existing procedures that

mi ni mize the need for extended rate cases duri ng the

process, as long as the company was proceeding in

accordance with its schedule or updates to that schedule

it presented and were approved at the Commission.

So for Hoody's or any other investor on Wall Street

to say they find a very close link between our project
and the Base Load Review Act is really no surprise. I

would expect them to say that, because the two are very

closely tied hand-in-hand and one of the foundational

reasons we 'e able to bui 1 d this project on favorable

financing terms from Wall Street.
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Q Does that complete your answer?

A Yes, it does.

Q "The utility has exhausted its financial cushion, is

overbudget, and still years away from commercial

operation. We," Hoody's, "think the risk that South

Carolina's electric consumers become less willing to

absorb these cost increases is going to rise. In turn,

the filing wi 1 1 ... turn up the heat on ...
regulators 

.
"

You familiar with that comment by Hoody '?
A I have not read that comment.

Q Do you dispute the notion that you'e exhausted your

12 f i nanci al cushi on?

13

15

16

17

18

19

20

21
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A I'm not sure exactly what they are referring to in terms

of the financial cushion. We don't have money on

reserve on Wall Street. Every time we go to Wall Street

to raise funds, whether it's to sell equity or sell

bonds, each issuance stands on its own. They may be

talking about the original contingency that was put in

place in the initial Base Load Review order, that we

di scussed with thi s Commission at length in several

proceedings. That may be what they were referring to.

Q You certainly don't dispute the notion that you'e
overbudget and still years away from commercial

operation, do you?

A I don't agree with the term "overbudget." When we
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brought this project to the Commission in 2008, we

talked about the way we laid out the contract with the

consortium at the time between Westinghouse and Shaw,

and there were three major components. One of those is

a firm category — one was firm, one was firm with fixed

escalation, and the third was a final bucket of targeted

dollars, which essentially were dollars that were at

risk because to fix those amounts would have been

excessively expensive to the company and for our

customers, and those costs will be paid by SCE&G and

Santee Cooper at their actual rates. The majori ty of

12 that is labor and costs related to labor.

13 As we'e gone through the project, we'e made

14

15

16

17

18

20

21

22

estimates of the work that needs to be done. Some of

those estimates have been challenged by the company,

which we included — details about that is included in

this filing. So the fact that those target dollars have

gone up, in my mind, doesn't mean we'e overbudget; that

means we'e refined those costs. And as we have refined

those, we'e come back to the Commission and explained

those in every case we'e been before the Commission for

approval.

23 Q I guess I just don't understand what the concept of

24

25

"budget," then, is. If budget is what the Commission

relied on when they gave you your initial BLRA approval,
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then what do you have in front of them right now that'

$698 million on top of that initial proposal? Which is

the budget?

A We'e provi ded projections to the Commission of the

costs, based on the best information available at the

time. We told the Commission those dollars would be

subject to change as additional i nformation was

available. There were certain ri sks that may ari se on

the project. We'e had a number of those ri sks that

have identified themselves. We'e addressed those.

There have been costs associated with those and we'e
been back to the Commission to rai se our esti mates, as

appropriate.

Q So, in effect, the Commission accepted your initial Base

Load Review with those ri sks in mi nd, and we made you

build nuclear plants. We put a gun to your head to

build these nuclear plants at whatever cost they were

going to amount to, because there is no budget. Is that

your testimony?

A That's not my testi mony, and I want to make it clear on

the record that no one from the Commission has put a gun

to my head and asked me to do anythi ng. We simply put

our proposal to build the nuclear plants before the

Commission. We believed then, and we believe now, that

that was a good-faith estimate of what we expected the
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costs to be. We have updated that, as appropriate. And

I would offer the Commission that the costs we presented

to the Commission back in 2008, when you look at the

ultimate costs to be paid by customers, have not

changed. While some of the construction costs have gone

up, we'e saved $ 1.2 billion in interest costs because

we'e been able to take advantage of lower interest
rates. We believe we'l receive an additional $ 1

billion dollars in production tax credits because there

are fewer new nuclear plants being built in the United

States, and we'l qualify for more incentives available

from the federal government. When you roll that

together with the cost adjustments we presented to you

today, the cost is the same as it was in 2008 for

customers over the life of the project. There's been no

change.

So to say we are overbudget, I don't accept that

connotation, because you'e only looking at one aspect

of the project, and that's project cost. And,

certainly, project costs wi 1 1 ultimately be passed on to

consumers, but that's only one part of what customers

pay . You have to look at production tax credits,
fi nanci ng costs, operati ng costs . It ' all those

factors that impact the customer's bill; it's not just
the esti mated construction cost.
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Q So let's focus on those estimated construction costs,

because that's why we'e here. Page 37 and following of

your testimony identifies those risks that you put

before thi s Commission, risks that have turned out

adversely and to which you attribute the substantial

porti on of the i ncreased costs to complete the project;

is that right?

A Yes, I identify a number of risks in my testimony.

Q These are the risks that did not pan out as you hoped

and expected they would when you talked about them as

effi ci enci es that would limit the costs of completing

the project in the initial Application, correct?

A I don't recall that we used the word "efficiencies." We

certainly were open and honest about the modular

constructi on efforts and how we thought that would help

us build the project the way it was presented.

Q Okay. Page 37, enumerating these by topic, "modular

production," that was one of the expected construction

efficiencies that you initially projected.

A It is one of the risks we identified.

Q Well, it's a risk you identified, but you identified it
initially as a posi ti ve that was goi ng to save money on

construction of the units, correct?

A That was our initial expectation, associated wi th the

25 risk that goes with that.
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Q And that expectation has not been borne out, has it?
A In some cases, it has not. Nodule production goes
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through a number of phases. It starts with the

submodule fabri cati on, a lot of which is coming from

Lake Charles, Louisiana. That was a subcontractor on

the job that was hired by Shaw and, ultimately, CBRI.

The challenge has been in producing those submodules in

a way that met the design applications . Nany cases,

some of the designs changed, as they were building the

modules — the submodules, because of constructi bi li ty

concerns. They needed to make sure they were in

compliance with all the quality-control assurances that

we needed for a nuclear project.
What I can tell you is, once those parts and pieces

had been delivered on site and we put together the

complete module, which was then placed into the reactor

vessel or elsewhere on site, we'e had a pretty good

track record of putting those pieces together once they

arrive on

site 

. The challenge has been in the initial
fabrication of those submodules, before they are sent to

the site for assembly.

22 Q I look forward to talking to your witness, Nr. Byrne,

23

25

about those efficiencies or lack thereof, at the plant

and at those subcontractors, but suffice it to say, the

assumpti on that you made at the ti me of the initial
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Application is that the modular approach to construction

would provide cost savings in the construction of these

new AP1000-design uni ts, correct?

A I don't think you can put forth the assumption without

the underlying risk we identif1ed with that assumption.

I think you have to take it as a whole.

Q All right. Page 38, the second risk you identify as

having disclosed to the Commission when they approved

this Application was "construction efficiencies,"
correct?

A That's correct.

Q Again, ci ti ng advanced modular construction and

standardized design as being the source of expected

construction efficiencies, correct?

A That's what we laid out as the plan, along with the risk
16 that was associated with it.
17

18

19

20

21

22

23

25

Q Third, you identified "rework" as a risk — correct?

A That's correct.

Q — but note that since AP1000 units have not yet been

built, problems may arise during constructi on requi ri ng

rework, correct?

A That's what we identified in our filing, that's correct.

Q And "scope changes," again, page 38, that there can be

changes in design, changes in regulatory requirements,

mi dstream duri ng construction, correct?
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A We discussed that with the Commission at the initial
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filing, that these plants to be built at the

Jenki nsvi lie si te, as well as the ones built at Vogtl e

by Georgia Power, are the only ones bei ng bui 1 t in the

United States. However, there are four APi000s under

construction in China that started several years before

our project started, and we expected and have received

some design changes from that process. Mr. Byrne can

address that i n more detai l. But we'e tri ed to

incorporate design changes that were considered

necessary, that refined the original design, into our

process. Of course, it takes time and effort to do

that, and that has contributed to some of the delays we

have encountered. Mr. Byrne can go into more detail,
but there could be constructibility issues by the

fabricator as they take the design drawings and try to

actually produce the work that's in the design drawings,

and they have to go back to the designers to try to work

through those issues.

20

21

Q Those Chinese APi000s, are they up and running now?

A The Sanmen — first unit at Sanmen is physically

22

23

25

complete. Mr. Byrne can give you more details. If you

were to look at a picture of the plant, you would think

it complete. It's beginning to go through some of the

testing processes that would need to be completed before
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they load fuel. I believe the latest estimate is they

would look to be operational in 2016.

Q All right. Short answer is, none of those AP1000s are

on-line yet, producing electricity, are they, in China?

A At thi s point, no.

Q I'm sorry. You were garbled on that answer.

A No.

Q Of course, as I think we established in an earlier

proceeding, Chinese Communists run the regulatory system

in China, don't they?

A That's not the way we refer to the process. They do

have an oversi ght process in China. They have an

oversight group that looks at the work that's done by

the utilities that are building those projects. I

wouldn't offer it's equivalent to the South Carolina

Public Service Commission or the Nuclear Regulatory

Commission, but they do have oversight of those

projects. Westinghouse has been on site as the designer

of that facility, to make sure it ' built to the same

standards that we would expect. CB8 I, or Shaw, the

initial contractor, has been involved in the

construction of the units to make sure they'e
constructed in accordance with the design efforts that

are also bei ng followed here in the United States.

Q Well, to be clear, the Nuclear Regulatory Commission is
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A We have never represented that the NRC was overseeing

the construction of the plants in China.
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Q And do you know whether or not they'e imposed, in the

Chinese reactors, standards that are equivalent to the

quality-assurance standards required of our Nuclear

Regulatory Commission?

A I'l let you ask Mr. Byrne that. He's involved in the

detailed design and constructi on more so than I am.

He'l be happy to address that question.

Q I'l do that, but as you sit here today, do you know

whether or not the Chinese designs meet the stringent
quality-assurance standards imposed by the US NRC on

domestic US reactors?

A I believe I said earlier they'e not under the

jurisdiction of the Nuclear Regulatory Commission. The

exact design, I would let Mr. Byrne address that

question.

Q And on page 39, lastly, of the ri sks that you say this

Commission forced you to take, you identify "design

finalization" as a risk that you assumed would work out

to your advantage, and has imposed additional cost,

correct?

A I don't agree wi th your assessment that the Commission

forced us to take these risks. We presented this

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
174

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

132

10

12

13

15

16

17

18

19

20

21

22

23

25

project as a whole, for the good of South Carolina, to

make sure we could provide clean, base-load energy for

60 years. We believed then that was the best option,

and we believe that today. We were not forced by the

Commission to do

this 

. They agreed with our assessment .

We spent probab'ly almost two weeks in here. You were

involved with that proceeding. We heard a lot of

testimony; there were probably thousands of pages of

testimony filed . We heard from a lot of wi tnesses . And

at the end of the day, an agreement was reached that
that was the best alternative for the State of South

Carolina because of the benefits associated with nuclear

power. We were not forced to do that.
On a project of this size, you know, design

finalization is rarely completed when a project starts .

We built our Cope generating facility, our coal-fi red

plant, back in i996. The design was not completed when

that plant started construction. It's typically
completed along the way and finishes in time to make

sure the components are available and the design is
available to finish the project. So there's design that
takes place throughout the process.

We never represented to the Commission that the

design was completed. We offered that this was a new

design; a conceptual design had been done. The design
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had been certified by the Nuclear Regulatory Commission.

There were several dockets that were heard before the

Nuclear Regulatory Comm1ssion to certify that design.

And there were a number of dockets — if I recall, it was

probably 18 or 19. I think the design certification was

probably docket 19, if I remember my numbers correctly.

But there was a lot of work on the initial design, but

the detailed desi gn of the individual components had to

be done as the project was under construction.

Certainly, a large percentage of that is done now.

There remains a percentage that wi 1 1 still need to be

completed as we move forward. I'l ask you to get Nr.

Byrne to give some more detail on that, but we have

never represented that the design was completed from the

day we started the

project 

. That ' not customarily the

way large projects of any ki nd are done, whether it's a

large power plant or a large project for any other type

facility.
19 Q Well, you did represent to the Commission that under the

20

21

22

23

24

25

now current, existing regulatory process, the NRC uses a

combi ned operati ng license. You don't go through a

construction permit and then an operating license; they

have one proceeding, and that's the COL, or combi ned

operating license. And that was an effi ci ency you

expected, correct?

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
176

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

134

10

12

13

15

16

A That was a new process that was offered by the

Commission for building new nuclear facilities. It was

the first time it had been offered. We expected there

would be challenges to work through that. We'e

encountered some challenges and we'e been working

through that with the NRC. And it's working as

designed.

Q So when you came to this Commission, you told them you

had a streamlined or a new one-step NRC licensing

process, but you also told them that you didn't have a

complete design yet for the reactor, and you were going

to have to complete that design while construction was

underway. You told the Commission that, you'e saying?

A We had the design that was certified by the Nuclear

Regulatory Commission. The plants could not move

forward wi th nuclear constructi on until that desi gn was

17 completed and the company 1ssued an operat1ng license.

18

20

21

22

23

24

25

At the time we came to the Commission 1n 2008, we d1d

not have that license in hand. We were in the process

of making application to the NRC to obtain that license.

We obtained that license 1n, I believe 1t was, March of

2012, which meant, from an NRC perspect1ve, the des1gn

was certified for the plant as meeting its regulatory

safety requirements.

Q Page 39 of your testimony, "In light of these risks,

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
177

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

135

SCE&G...acknowledged in 2008 that cost and schedule

updates might be requi red." Quote, "The Commission

agreed that under the BLRA these updates would be

allowed so long as they were not due to the imprudence

of the utility." That's what your testimony is, right?

A I believe that comes from the Base Load Review Act
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itsel f. As we told the Commission, I told the

Commission myself, we are presenting the schedules as

our best estimate of our informed judgment of what these

plants will cost. We talked about the fixed costs, we

talked about the firm with fixed escalation, and we

talked about the targeted categories. At that time,

about 50 percent was fixed; that's now moved to 66-2/3.

I committed to the Commission that, as information

changed or the cost i nformati on needed to be revi sed,

that we would be back before the Commission to explain

the reasons behind it and give them a chance to ask us

questions. ORS is on site on a daily basis. They

review thi s information; they sit in our meeti ngs; they

have access to all the documents. Our commitment was we

would inform the Commission, as the Base Load Review Act

requi res us to, from a full transparency perspective,

and make them aware of the changes. We'e been back

several times to do that and presented that information

with the Commission, under the Act, and to this point
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they have found nothing that's been done that was

imprudent by the company.

We believe the i nformati on we provided in thi s case

supports the evidence that these costs are justified to

be added to the estimate of construction and the change

in the schedule, and the company has acted prudently in

bri ngi ng that information and managing the project.

Q All right.

10

12

13

CHAIRMAN HALL: Mr. Guild, we'e going to

break for lunch now. We will come back at 1:15—

1:45.

[WHEREUPON, the witness stood aside.]

[WHEREUPON, a recess was taken from 12:35

to 2:10 p.m.]
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AFTERNOON SESSION
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CHAIRMAN HALL: Thank you. Be seated.

[Witness recalled]

THEREUPON came,

KEVIN B. MARSH

recalled as a witness on behalf of the Petitioner, South

Carolina Electric lI Gas Company, who, havi ng been previously

affirmed, was examined and testified further as follows:

CHAIRMAN HALL: All right. Before we resume

Mr . Guild ' questi oni ng of Mr . Marsh, I thi nk there

was something we need to take up? Mr. Burgess?

MR. BURGESS: Thank you, Madam Chairman. One

preliminary matter before we begin. Before we took

a break, there was an objection lodged by SCEKG as

to the relevance of the document that Mr. Guild was

cross-examining Mr. Marsh on. So, we hereby

wi thdraw that obj ecti on. So if Mr. Guild wishes to

cross-examine Mr. Marsh on what I believe to be

Exhibit G, the red-line version, which is from the

revised rates docket, we have no objection to that

line of questioning .

CHAIRMAN HALL: Okay . The document is Exhibit

G to what docket?

MR. GUILD: Madam Chair, it' 2016-160-E.

CHAIRMAN HALL: -i60-E.
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MR. GUILD: The revised rates docket.

CHAIRMAN HALL: Okay. All right, thank you.

All right. And Mr. Guild, the objection has been

withdrawn, and we'e now identified the document.

So, before, I ruled that the clean copy would come

into evidence, but for what purpose do you want it
entered at this time?

MR. GUILD: So, Madam Chair, I would move that

a clean copy of that document, Amended Exhibit G

from the docket we just referred to, be marked for

i dentifi cati on and received in evidence. I'e got

just a question or two about it. But I would like

it, now, received as an exhi bi t.
CHAIRMAN HALL: Okay, the clean copy.

MR. GUILD: Yes, ma'm.

CHAIRMAN HALL: Because we were — the dispute

was about the handwritten copy.

MR. GUILD: The clean copy in as an exhibit,
please.

CHAIRMAN HALL: Okay, so the clean copy—

MR. BURGESS: Madam Chairman, just so as not

to confuse, there is a red-line version of that
document—

CHAIRMAN HALL: Okay.

MR. BURGESS: — and there's a clean version of

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
181

of739

Docket 2015-103-E South Carolina E1ectric II Gas Co.
Nuc1ear Construction Updates and Revisions

139

that document. I believe the document Mr. Guild

had was the red-line versi on that had his

handwritten notes on it. So we certainly have no

objection to the red-line version comi ng in, absent

any handwritten notes, or, if you would prefer to

put the clean version in, absent any handwritten

notes — I know it's a little confusing.

CHAIRMAN HALL: Okay.
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MR. BURGESS: — I think that would be

sufficient for us.

CHAIRMAN HALL: All right. So right now,

we'e made Hearing Exhibit 3 the clean red-line

copy? Is that correct, Mr. Butler?

MR. BUTLER: I think that was correct.

CHAIRMAN HALL: Okay,

MR. BUTLER: Mr. Guild was just getti ng ready

to, I think, identify—

CHAIRMAN HALL: Okay, go ahead, Mr. Guild.

I'm sorry,

MR. GUILD: It's immaterial. Either one — the

contents are the same with the exception of the

corrections. But if it's the company's preference,

we 'l have the clean copy of the final non-red-line

version of that Exhibit G. I'd ask that be

received in evidence, please.
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CHAIRMAN HALL: All right.
MR. BURGESS: That's perfectly acceptable wi th

US.
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CHAIRMAN HALL: All right. Well, it's already

in as evidence. Hearing Exhibit No. 3.

(See

Vol 

. 3, Pg

398'URTHER

CROSS EXAMINATION

BY MR. GUILD:

Q Good afternoon, Mr. Marsh. Thank you for your patience.

A Good afternoon. Is the microphone working better?

MR. BUTLER: Much. Much better.
CHAIRMAN HALL: Okay, yeah, and I do apologize

for that. Apparently, an amplifier wasn't on. And

so, we do apologize. And, yes, now all the

Commissioners can hear.

MR. GUILD: Everybody sounds like themselves,

Madam Chair, and also Mr. Marsh I hear loud and

clear.

BY MR. GUILD:

Q Would you just accept, subject to check, Mr. Marsh,

again from that document — the company ' Amended Exhibit

G — that if you total the entries for "Incremental

Revenue Requirement-BLRA" from years 2015 through 2020,

recogni zi ng that those latter years are estimates, as

you said, that the total of those values would be $677
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million, subject to check?

2 A Subject to check, yes.

Q Now, Mr. Marsh, as you relayed in your testimony, the

company is currently in a dispute wi th the consorti um-

the Westinghouse Consortium — with regard to who bears

the costs for a number of elements in the capital costs

of the proposed Unit 2 and Unit 3 reactors, correct?

8 A That's right. The numbers that we presented i n the

10

12

13

filing before the Commission today represent the best

estimate of the costs to complete the plants at this
time, but do reflect — we have noted in my testimony,

and others' that there are disputes related to certain

costs included in those amounts.

Q And what's the form, currently, of those disputes, Mr.

15 Marsh?

A We have been in discussions with the consortium on

17

18

19

20

21

22

23

25

numerous occasions since we got the revised integrated

schedule. I believe it was in August of last year, and

the cost data that went with that schedule followed

shortly thereafter. Once we got the cost i nformati on,

we put a team together on the site, at the project, to

review the schedule, to understand the assumptions

they'd made, and to challenge the costs and the data

that was in that schedule to determine, one, if we

thought it was a reasonable esti mate to reflect what it
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10

12

13

15

would take to complete the plants, based on the timeline

they had given us. Our team on site agreed with the

costs as the best estimate we had at the time and what

it would take to complete the plants by June of '19—

Unit 2 in June of '9 and Unit 3 in June of 2020 . And

based on that, we then began to negotiate over who would

be responsible for the costs. So we didn't have a

dispute over what the costs were and whether or not they

were reasonable; it was a question of accountability or

who would be actually the one to pay the costs.

Q Yeah, precisely. So with regard to that latter point,

the amounts of the costs in dispute wi th respect to who

pays, what is the company ' current claim against the

consortium? How much money are you asking for?

A Well, there are amounts identified in the testi mony, 1f

16 you'l bear with me just a second.

17

18

20

21

22

23

25

Q Sure.

A There are total delay EAC costs of about $ 324,803,000.

That's net of liquidated damages. Then there's the

total owner's costs associated with the delay of

$214,000,307. The combination of those, I believe, if
I'e added my numbers correctly, reflects the part that

we would dispute as part of the additional costs

associated with the project.

Q So that's roughly $538 mi111on, if I'm adding correctly?
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A It's 538, 539, somewhere in there, that's correct.

2 Q All right. And have you made a formal claim against the

consortium in that amount?

A We have talked with the consortium about our

10

12

13

15

16

17

19

20

21

22

23

25

disagreement with those costs, and the reasons giving

ri se to those costs, pri nci pally — the delay i n the

structural submodules that have been delivered to us,

and some productivity factors based on the work that'

being performed at the plant — and do not believe that

we are responsible for paying these costs. We have

identified those cost to them. We have, you know, not

gone to a legal proceeding at this point, but,

certainly, that's an option we will have at some point

down the road if we can't find a fair resolution.

But the challenge we'e got is to work to defend

these claims on behalf of the company and, ultimately,

our customers, but at the same time, maintain a

reasonable worki ng relationship wi th the consortium so

they'l continue to work on the project. If we just

stopped work on the project until we resolved the

claims, that would severely limit our ability to finish

these units in a timely fashion. So we'e in

discussions; we'e had numerous discussions with the

seni or level management team at CB&I and Westinghouse.

Nr. Byrne and I, along with other representatives from

OL OF

PU6LIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
186

of739

Docket 2015-103-E South Carolina Electric & Gas Co.
Nuclear Construction Updates and Revisions

144

10

Santee — Lonni e Carter, their president — we'e been to

Toshiba to talk to them about the costs, some of the

disagreements we'e got.

So it's an ongoing discussion. We'e sent a number

of letters that have outlined our concerns of why we

think these costs are not appropri ate, but, in terms of

filing a claim, you know, we have not filed a claim-
specifi cally, a claim in court — because we'e not

gotten to the poi nt where we feel like it ' necessary to

file litigation at this point.

Q Well, we'l get to that. The question really is, is
12

13

15

16

there a number? Is there a number in a document or a

writing that you have presented to the consortium that
represents the demand by SCE&G, on behalf of your

stockholders, us ratepayers, for how much you want them

to write you a check for, or pay?

17 A We presented these numbers in discussions with the

19

20

21

22

23

24

25

consortium at a variety of levels. I'm sure they'e
been discussed at the plant site level, with the people

on site there that are involved in the day-to-day

construction activities and the finances related to

that. We'e had them at Nr. Byrne's level. Our chief

nuclear offi cer has had di scussi ons wi th the consortium

about these costs. I'e been involved in discussions.

So we presented these numbers and discussed them on
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numerous occasions.

10

12

13

15

16

17

18

Q You'e not quite getting my question, I don't think. Ny

question is, if I were to look for a document, would I

find a document from SCE&G to the consorti um saying,
"You owe us 538, give or take, dollars, because of your

responsibility for the delay, et cetera, in completing

this project"?

A I don't know that there's one document that includes

that amount. The schedule we have filed as part of our

testimony here outlines the specific amounts that we

have disputed. I can attest to the Commission that we

have discussed these items directly with the consortium,

Westinghouse and CB&I, as part of our negotiation

process.

Q Now, does the EPC contract contemplate some other

dispute resolution mechani sm — arbi tration or medi ati on,

for example?

A There are opportunities for arbitration and medi ati on as

19 part of the dispute resolution process.

20

21

22

23

25

Q And has South Carolina Electric & Gas Company invoked

formal arbitration processes to resolve the cost dispute

with the consortium?

A We'e not gone to the formal level of doing that. We'e

certainly made it clear to the consorti um that we

reserve the right to do that. History tells us — my
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history tells me, from my years of being in business, if
you can resolve the issues without having to go through

the legal steps, you'e likely to get, potentially, a

better decision.

Q Don't say bad things about us lawyers, now, Mr. Marsh.

[Laughter]

Might need one every once in a while.

A And I'e had plenty of them work for me in the past.

10

12

13

14

15

16

17

18

You know, we certainly want to keep the lines of

communi cati on open. I don't think there's any question

we'e raised the disputes to the consortium. We'e

leaned on them extremely hard, and made sure they

understand their positi on. The consortium — I need to

be honest with the Commission — they have a position
that's very different from ours, which is why we'e in

negotiations. We intend to, you know, push hard on our

si de and look for a resolution that's beneficial to us

and, ultimately, our customers, but at the same time

19

20

tryi ng to keep the work on the plants underway.

Q So, you'e not initiated formal litigation. Your

21 testimony is clear about that.
22

23

A That's correct.

Q Although, you contemplate that as a potential, possible
24 remedy.

25 A It is a remedy — a potential remedy down the road.
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Q All right. You'e not i nvoked any alternative dispute

resolution mechani sms that are contemplated in the EPC

contract, such as binding arbitration or mediation, up

to date, have you?

A That's correct.

Q You'e had discussions with them, but there's no

specific dollar that you'e put forward — the 538 which

you offered as the estimated total of the costs

associated wi th thei r responsibility, you haven ' put

that number to them yet, have you?

A I think what I said earlier was I don ' know that that '

in one single document, but we have certainly discussed

these amounts with the consortium. I mean, we wouldn'

have put information i n this schedule under oath to the

Commission unless we had documented that and made it
clear that ' what we thought the amount in dispute was .

Q All right. Now, if the matter required litigation to be

resolved, what would be the determinative basis for

costs bei ng requi red of the consortium? What kind of

acts or omi ssi ons on their part would trigger liability
or responsibility for those additional costs, Mr. Marsh?

A I'm not sure I understand the question. The costs that

we have i dentifi ed are costs that they have outlined in

the rebaseli ned integrated scheduled to complete the

project. We have not di sagreed wi th those costs. We
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19
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23

25

believe those costs are known today; they'e the best

estimate available today, and that ' why we included i t
in this updated filing. The question is, who'

responsible for the costs?

Q That's right. So my question to you is, what is the

basis for determining responsibility for those costs?

Do you have to establish that the consortium was in

violation of some contract term for them to be

responsible, that they breached a contract term? Is

that one?

A Certainly, we'e identified in our testimony that we

don't think the consorti um is in compliance with the

contract, specifically in the areas of the submodules

that are delivered to the plant site, to comprise the

modules that are put together there, and in their
productivity on the site.

Q Let's take those — sorry. Did you finish your answer?

A I'm through.

Q Let's take those two. So, with regard to the delivery

of the submodules at the site, what is it — what's the

company ' contention with regard to the dereliction or

failures by the consortium in that regard?

A We don't believe the submodules have been delivered to

the plant in a timely fashion to be in compliance with

the schedules included in the agreement with the
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consorti um in the EPC contract. Their contention is,
there have been regulatory changes that have principally
caused the changes in delivery dates on those

submodul es, and we simply have a
disagreement 

.

Q All ri ght . So it ' thei r contention that the rules of

the game changed and that's why they'e slow in

delivering the submodules? Is that the essence of it?
A That's their primary concern.

Q All right. Your contention is to the contrary, that

they just didn ' meet quality standards in producing

those submodules, and they had to take longer to get

them right to deliver them in the form in which the NRC

would allow you to use them, right?

A We believe the contract is very clear on the

responsibility for delivering the modules at specifi c

times at a specific cost, and they have not done that .

Q With an appropriate level of quality that meets

regulatory requirements for inclusion in a nuclear

plant.

A Well, that goes without saying, because we would not

accept the parts on si te for inclusion in the project

unless they passed the quality test before we accept

delivery of the submodules.

Q Right, and nor would the NRC allow you to.

A The NRC would find us in violation of the license, if we

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
192

of739

Docket 2015-103-E South Carol7'na Electr7'c 8 Gas Co.
Nuclear Construction Updates and Revisions

150

did that?

10

12

13

15

17

18

19

20

21

22

23
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Q Yes. So when will you decide whether or not the

resolution of th1s dispute about $538 million

necessitates you invoking one of these more formal

di spute resolution mechani sms: arbitration or mediation?

A I can't give the Commission a specific date on that

today. The discussions are ongoing. What I can tell
the Commission is, in the past, we'e been able to find

resolutions to our di sagreements to this poi nt . So

we'e certainly going to exhaust every opportunity to

find a resolution that we thi nk 1s good for the company

and good for the customers over the long term, and we

will push on that effort until we decide it's no longer

fruitful. Then we'l decide what our options are at

that point, whether i t ' some sort of dispute resolution

or a move to a legal avenue.

Q Okay. Page 41 of your testimony, line 15, I quote, " If

litigation is required, the court proceedi ngs i n a

matter this complex could last five years or more. The

final resolution might come well after the project was

completed." That's your testimony?

A I believe that's what it says, yes.

Q Well, Mr. Marsh, if it could take five years or more,

why didn't you start last year? Or today? Why wait

longer to initiate a process that you say might take
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five years?

2 A I'm not convinced today that the legal route would

10

12

13

17

19

20

21

22

23

produce a result that would be in the best interests of

our customers. You know, going through a legal

proceeding does not guarantee a result. There'

certainly ri sk associated with those proceedings. My

experience has been for something this complex and this

large, it could take a considerable amount of time. And

before we embark on that process, I want to make sure

we'e exhausted all other avenues to us.

I'm very concerned, if we were to file a lawsuit

immediately, that it would have an impact on our ability
to work closely wi th our consortium partners on

completing thi s project . My number one pri ori ty is to

complete these projects safely, on time, so they can

deliver the benefits they are expected to deliver to

customers over the next 60 years. Just to jump into a

lawsuit today and say, "Well, I need to start now so I

can finish up, you know, by 2020, " I don ' think that

would be prudent at this point, based on my knowledge of

the disagreements and where we are in discussions with

the consorti um. I believe they have a vested interest
in looking for a solution to thi s process wi thout havi ng

to go through litigation.
25 Q Well, you'e aware, aren't you, that Georgia Power
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Company has been, for some time, in litigation with a

consortium about very similar claims with regard to

noncompliance by the consortium and their obligations

under their EPC?

A You know, first, their contract is very different from

ours. It's a sealed contract, so I'e not had the

ability to go through it. Ny understanding, and I

believe they'e talked publicly, is that primarily their
contract is fixed. So the disagreements they might have

in their contract over the same issues in our contract

would be evaluated very differently, I believe, from the

potential of litigation . I know they have a large

number of legal personnel working on those projects,

trying to resolve issues. They have not been resolved

yet. I thi nk it'l be many years as they continue down

the same road before they get resolved. And we'e

trying not to put ourselves in that position.

Our contract is not fully fi xed, which I said

earlier we didn't do to preserve ourselves the right to

try to protect the lower cost of the

project 

. Their

project is significantly higher, and I believe part of

that reason is because it was fixed from day one, which

we elected not to do, on the total contract. So I can'

really compare their deci sion to move down a legal

avenue on an issue — while the issue may be the same in
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terms of the construction project, probably a very

different evaluation from a legal perspective. I'l
trust them to make the decisions that are right for

their project.

Q But you haven't reviewed their EPC contract, which is

confidential, so you'e really speculating about what

the content of that agreement is.

A I believe that's what I said. I have not reviewed the

contract. I can only rely on what I'e heard their

personnel say publicly and what the general

understandi ng is in the marketplace.

Q So you say that Westinghouse owes you, or the consortium

owes you, or your stockholders, $ 538 million. Are you

aware that Georgia Power's claims in their initial
complaint agai nst the consorti um were for $928 million

for damages due to noncompliance?

A That number sounds correct, but, agai n, I don' think

you'e looking at apples-to-apples. I believe some of

the costs that are in their initial claim, we resolved

early on in our project, so we didn't have to go to

litigation. We brought the results of that settlement

to this Commission, I believe it was in 2012.

Q So Georgia Power has chosen a different route. They'e

been in court for some time. They'e asking for, you

know, close to twice as much from the consortium as you
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say you'e going to try to get from them. You'e not

tried anything other than talking to them. No

negotiation — no arbitration, no litigation. And you

say you'e not litigating or using the other means

because you don't want to interfere with your working

relationship. Well, what harm has the litigation done

that 's discernible to the efficacy of construction at

the Vogtl e site? They 'e following the same pattern you

are.

10 A I can't speak for the impact it's had on them. I'm just

12

13

15

16

17

19

20

21

22

telling you, from my business experience, with a project

this large, if you become embroi led in significant

litigation before the project is completed — and

sometimes you have to do that, but at this poi nt we

don't believe we'e at that point — I believe it wi 11

have an impact on our working relationship, the

conversations we have on a day-to-day basis at the plant

site about work that needs to be done, to the point that

it could — not saying it will, but it could—

potentially damage the relationship that would put our

ability to complete these projects on time at great

risk.

23 Q What adverse impact has choosing the litigation route

had on the progress in completing the Vogtle units?

25 A I can't speak to where they are with the litigation and
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the direct impact it's had on their project.

2 Q Can you identify any material di fference in the progress

towards completion of the Vogtle units as compared to

the Summer units?

A They have not provided me with an analysis or a

discussion around that. I can only assume it has made

thei r di scussions wi th field personnel different than I

believe they would be if you were not in litigation.
9 Q We'e just ni cer around here, i n South Carolina, than

10

12

13

those Georgia boys are. I mean, really, is there any

material impact of them havi ng asserted thei r rights for

their ratepayers in court, in Georgia, as compared to

the route that you'e taken of being nice and just

talking about it?
15 A Well, being nice is not the term I would use in the

17

18

20

21

22

23

24

25

negotiating room we'e had with the consortium. Despite

our calm demeanor in South Carolina, we'e been pretty

firm when we needed to be. You know, we'e had some

very frank discussions with the consortium, and I

believe that is the most appropriate way for us to do it
at this point. I think it's great that we'e gotten

this far along in the project and we don't have

significant litigation. As I told you earlier, I'm

giving you my experience as a businessman in South

Carolina for almost 38 years now that, when you get
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embroiled in litigation, it changes your relationship.
I mean, it just does. I mean, you can go to a divorce

and I'd hasten to say your relationship with someone

you 'e going through a divorce on is probably not the

same while you 'e goi ng through that di vorce as it was

before you filed the divorce papers. I just think it'
human nature, given the challenges you would have in

discussions of that nature.

9 Q And you think that if this Commission approves, as

10

12

13

15

you'e requested, this $ 538 million as an increment of

the total $698 million in additional costs to complete,

you think that wi 11 enhance your bargai ni ng posi ti on

with the consortium; you '
1 be able to come out swinging

harder i n getting them to come to the table to write you

that check. Is that your position?
15 A We'e going to swing hard under all conditions. I mean,

17

18

19

20

21

22

23

25

just because the Commission would approve these

additional costs to be added to the capital costs of

this project is not going to change our posi ti on at all.
We'e goi ng to work extremely hard to recover these

costs, to keep these costs to a minimum as we resolve

these issues with the consortium. We'e not going to

take a decision by this Commission as something we'e
got in the back pocket so we don't have to negotiate

very hard. We'e made those very statements to the
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10

consortium; I told them I was disappointed that we did

not have some resolution prior to havi ng to come to this
Commission, but I was obligated to keep my Commission

informed and we were going ahead wi th the discussion

we'd made wi th the filing with the Commission to update

these schedules. I made it very clear to the

consorti um; we'e got language in our testi mony before

this Commission to commit to this Commission that we'l
not change our negotiating efforts and the zeal with

which we will look to look out for our company and our

customers.

12 Q So you told us — or the Commission, or the public — last
13

15

16

17

18

19

20

21

22

23

fall, that you would resolve these issues with the

consortium, the schedule and the cost issues, and then

you'd come to the Commission once you had known-and-

measurable evi denti ary basis for final costs and a final

schedule, then you'd come to the Commission. But you

don't have that yet, do you? You don't have the costs,

because you'e got $538 million up for grabs, in

dispute. And yet, you'e still here asking the

Commission to give you a prudency judgment that that

$538 million is freely chargeable to ratepayers. That'

your position now?

24 A I don't agree with the way you stated that. I believe

25 we'e done exactly what we told the Commission we were
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going to do. We were starting the discussions last
fall. I was optimistic at that point that we would have

a reasonable chance of resolving the responsibility

decision over who would be accountable for the costs.

But the numbers we have put in front of the Commission,

they are known, they are measurable. We'e been through

the evaluation of the dollars that were included in the

fully integrated schedule that was given us, The costs

associated wi th that have been reviewed in detail by our

expert team on si te. They'e been reviewed by the

Office of Regulatory Staff . And we concluded that these

costs are prudent, in our opinion.

You know, just because we haven't assigned

responsibility for the costs doesn't mean you can'

determine what the costs to finish the plant would be,

at this point, and that ' what we presented to the

Commission . And I think our testimony spells that out

very carefully. We'e only included in this capital

cost schedule what we are required to pay under the

contract. The risk we'e got is, if we don't pay the 90

percent that was in dispute, we could find ourselves in

breach of the contract. And if that happens, the

contractor could slow down work or potentially walk off

the job, and we'l never have the opportunity to finish

these plants on time.
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So the numbers are known. They'e been gone

through with experts internally and externally, and are

considered to be prudent. The only remaining questi on

at thi s po1nt is who wi 11 be responsible for paying the

costs. The way the Base Load Review Act is employed by

the Commission, only actual costs incurred will be

billed to customers through revised rates, the carrying

costs on that. None of these costs will be billed to

consumers unti 1 plants come on-line and go into

commercial operation. They won't pay a single dollar

for the cost of the plants until the plants come on-

line.

Q No, they '
1 pay the financing costs for whatever you ask

the Commission and they, in turn, deem prudent as part

of the capital costs of the plant.

A They wi 1 1 only pay the financing costs if the actual

costs are incurred. They could approve this schedule

today as part of thi s proceeding, and we could resolve

the issue — if life would be so nice — in the next

couple of weeks, and we could find out — if you take the

extreme example — where we wouldn't have to pay any of

the additional costs. What caused those costs would not

be incurred; they would never be charged to customers.

No financing costs, nor the actual costs. That's the

way the Base Load Review Act functions.
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Q Well, I see it differently, Mr. Marsh. I'd say there

are two other alternatives. One is you could wait those

couple of weeks, hold this Application in abeyance.

Wait those couple of weeks. Once you'e worked out

either zero dollars, because you'e persuaded — with all

that good South Carolina sweet talk — persuaded the

consorti um to bear the $538 million, then you come in

here and i t ' a much smaller pie we 'e talking about .

Or, or, you could ask your stockholders to pay the $ 538

million, or the 90 percent, carry the load that they are

responsible for because you made these management

deci si ons, and complete the plant just as you descri bed,

Pay the 90 percent, keep the consortium happy, but write

the check out of your stockholders'ocket instead of

the ratepayers'. You could do that, couldn't you?

A I think that option would be the most imprudent step we

could take with respect to completing this project on

ti me. I gave the extreme example of if we could

complete negotiations in a couple of weeks. We'e not

goi ng to complete negoti ations in a couple of weeks. I

don ' know the exact ti meframe, but it ' not going to be

in the next couple of weeks.

If we don't include these capital costs in the

schedule — because they are known, we'e estimated those

to be reasonable and in accordance with the work that
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needs to be done — the financial community will be very

concerned about our ability to recover the costs we

spend on this project. The shareholders — the

shareholders you talk about having to eat thi s cost

until we come back to the Commission, we have to raise

capital. We don't have those shareholders today. We'

have to sell new stock, eventually, to pay for the cost

of this plant, along with bond sales we have to make up

about 50-50. So if this Commission were not to allow

these capital costs to go forward as approved, subject

to the actual costs to be paid over the long term, I

think we'e going to have a very difficult time, if not

an impossible time finding the shareholders you talk

about to step up to the plate and make an investment,

because they'e not concerned about just receiving a

return on their investment; they ultimately want to

receive a return of their investment when these plants

come on-line and depreciation starts. So I think that

would be the worst alternative that could be imagined

for thi s project, and put our ability to finish these

plants on time in tremendous

jeopardy 

.

Q All right. But the standard the Commission is going to

weigh is not whether or not Wall Street or your

stockholders are put in a bind by these cost overruns;

they'e the standard of whether these additional capital
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costs that you propose to incur are imprudent. That'

the standard under the Base Load Review Act, isn't it?
A 1'here has been no evidence provided in this case to

support the fact or the contention that these costs

could be imprudent. We-

Q That ' not my question. Sorry for interrupting, but my

question really is, the standard is imprudence — that'

what you'e testified to — under the Base Load Review

Act. That's the standard, i sn't it?
A Ny understanding of the Base Load Review Act is, once

the initial capital cost schedule has been provided,

which we did in 2008, the company would be authorized to

return to the Commission to make updates to that

schedule, which we have done on a couple of occasions,

and based on the evidence presented in those hearings

and the information provided by the company, those

amounts are deemed to be prudent unless there's evidence

provided about their i mprudence.

I know of no evidence in this case where someone

has challenged the costs and said they'e

imprudent 

.

This schedule has been reviewed by our team, i t ' been

reviewed by ORS, and the Office of Regulatory Staff

concluded that these costs were prudent and the

company ' filing was appropriate .

Q We look forward to you listening to the rest of the case
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that's being presented here, on that score, Mr. Marsh,

but the standard of prudence is what this Commission is

going to have to weigh. Are you aware of the posi tion

that your company has taken on, with regard what the

definition of " prudence" is that should be employed by

thi s Commission?

7 A I'e talked to the Commission on numerous occasions

10

about my definition of "prudence." I don't know if our

company has written one. You may have one you want to

present to me, but I—

Q I want to share with you the final brief of Respondent

12 South Carolina Electric 8 Gas Company, in the appeal of

13

15

16

17

South Carolina Ener Users Commission~ at the State

Supreme Court. And it's a document that I think you'l
recogni ze, signed by Mr. Chad Burgess, January 21, 2014.

I'm goi ng to di rect your attention to page 22 of that

document [indicating] .

18 A [Indi cating. ]

MR. BURGESS: [ Indicating.]
20 BY MR. GUILD:

21 Q And I'l ask you, if you would, please, Mr. Marsh — I

22

23

made an asterisk by a line with some quotation marks

that begin with the word, "'Prudence's universally

understood..." Would you read that quote, please?

25 A Yes. It says, "'Prudence's universally understood
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under a prudency test, a standard by which management

action is to be judged, as that of reasonableness under

the circumstances, given what was known or should have

been known at the ti me the deci si on was made or acti on

was taken."

6 Q It cites a case, Georgia—

7 A It cites the case of Geor ia Power Com an versus

Geor ia Public Service Commission.

9 Q You don't need to read the citation, but, thank you.

10

12

And you'd acknowledge that that is the position that the

company took in that filing with the Supreme Court

[indicating]?

13 A You know, I'm not a lawyer. I will certainly

16

17

acknowledge that ' what it says, but I think to get the

feel for the whole decision that was reached by the

Supreme Court, you'd have to read that whole document.

I just read a—

18 Q And I want to—

19 A — piece of it.
20 Q — show yoo the h ie de '

. This is the ~deer

21

22

23

Power decision that your lawyer cited as the appropriate

prudence standard. I'l put that before you

[indicating] .

2 a A [ Indi cat i ng . ]

25 Q And the language that you just read is the underlying
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language, but would you read the rest of that text that

follows after the underlined language, about the

definition of prudence, that your lawyers argued,

please?

A [Indicating.]

MR. BURGESS: [ Indicating .]

WITNESS: Did you say you want me to read the

underlined part, or you want me to start readi ng

after that?

BY MR. GUILD:

Q Start reading after it, please, Mr. Marsh.

A "The concept of prudence implies a standard or duty of

care owed to others . In building a nuclear power plant,
the Nuclear Regulatory Commission requires the utility
to exercise a high standard of care in order to protect

the public health and safety. Similarly, gi ven the

costs involved and the rate impact of those costs on

monopoly customers, thi s Commission finds that the

utility should be held to a high standard of care in

maki ng deci si ons and taki ng actions in its planning and

constructing such a project . Thus, whi 1 e the standard

to be applied is reasonableness under the circumstances,

where the risk of harm to the public and ratepayer is

greater, the standard of care expected from the

reasonable person is higher. Given this standard, a
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14

15

reasonable person is one who is qualified by educati on,

training, and experi ence to make the deci si on or take

the acti on, using i nformation available and applying

logical reasoning processes."

Q All right. Thank you, Mr. Marsh, I take it that you

would accept that language, description, by the Georgia

Court, aptly captures what you believe to be your

competence i n making judgments about the terms on which

thi s nuclear project i s goi ng forward?

A It sounds like a reasonable explanation of the

activities we'e undertaken to identify these additional

costs and evaluate those costs pri or to presenting them

to the Commission as an amendment to the capital cost

schedule.

MR. GUILD: Thank you, Mr. Marsh. That's all

16

17

18

I have.

CHAIRMAN HALL: All right. Commissioners,

questions for Mr. Marsh? Commissioner Randall.

19

20

COMMISSIONER RANDALL: Thank you, Madam Chair.

EXAMINATION

21 BY COMMISSIONER RANDALL

22 Q I'e just got one question. We'e had several, sort of,

23

25

thoughts and reactions to the proposed reduction on the

return on common equity from 11 to 10/ in the settlement

agreement . Have you had any reaction from the financial
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community regardi ng this reduction, and how do you see

that the financial community actually views this

proposed reduction?

A I don't think they'e reviewed the 10/2 by itself. I

think they'e taken that as part of the comprehensive

settlement agreement that was reached with the ORS and

Energy Users. I believe, in my experience, they believe

it was a good deci sion on the company to try to settle
these issues because it limits or could mitigate

potential, you know, appeal of the decision by the

Commission. It certainly shows that one of our

significant i ntervenors, that ' been involved in all of

our cases si nce we started in 2008, has come to an

agreement with the company on what we believe is a

reasonable and fair decision on the issues that were

involved in this case. I think they'e reacted

positively. It would certainly be a si gn to the

financial community that the Commission — if the

Commission were to adopt the settlement — that it has

continued its fair and reasonable approach of applying

the Base Load Review Act, upon which we depend heavily

for our future financing.

COMMISSIONER RANDALL: Thank you.

Thank you, Madam Chair.

CHAIRMAN HALL: All right. Thank you.
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EXAMINATION

BY COMMISSIONER ELAM:

Q Good afternoon, Mr. Marsh.

A Good afternoon.

Q The reduction — let's see if I can clear up something

that I heard earlier. The reduction in the ROE from 11

to 10.5—

A Right.

Q — represented, according to ORS, a $ 15 million savings,

over what time period? Is it the construction schedule,

or is it the entire anticipated life of the plant?

A No, it would just be during the construction schedule.

While these plants are under construction, under the

Base Load Review Act, they would have applied the rate
of return that's been agreed to. So the 10/2 percent

would apply until Unit 2 and Unit 3 come on-line. So at
the time those units come on- line, you will transi ti on

to the then-effective ROE for the core business, and

that would be the ROE that would be there into the

future.

Q Okay. You'e been asked some questions about some

comparisons to Georgia Power. Do you know, off the top

of your head, a comparison of the number of electric
retail customers SCE&G has, as opposed to how many
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Georgia Power has?

A I don't know that number, specifically. I can confirm

that it's a lot more than we have in South Carolina.

Q Is it on an order of double, or triple?
A I'm confident it's at least double. It may be three

times, just for Georgia Power.
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Q Okay. And as to Georgia Power versus SCE8G, just the

total megawatts of generation, the difference between

the two companies, do you know that?

A I don't know the specific amount that's owned directly

by Georgia Power Company. They are part of a holding

company known as the Southern Company, and there may be

generation that is co-owned and some of those megawatts

are allocated between companies. I just don't know

that, specifically, but I would expect their generation

megawatts that either they own or have been assigned to

them from the corporate entity would be of a magnitude

consistent with the number of customers.

Q Okay. Following up on your discussion with Mr. Guild

about negotiations with the consortium, when did those

start?
A We started, I believe it was last September. We

received the updated schedule from them in August, and

that followed shortly thereafter with the costs

associated with that schedule.
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Q Okay.

A So when they decided to make an effort to bill that

additional cost to us, we started challenging them on

the costs. That's not to say there weren't some

preliminary di scussions, because we expected it to becoming 

. But we certainly di dn
' get into direct

negotiation of that, probably until September of 2014.

Q Okay. At September 2014, were you in agreement with the

consortium about what the dollar figure value of that

was, or was that later?

A I don't know exactly when the dollar amounts were

presented to them in the various

discussions 

. I don '

think that occurred at one particular time. As I told

Mr. Guild, as we got into the schedule and had a chance

to evaluate the numbers and, you know, go through and

identify what we specifically thought was not

appropri ate — I mean, this is a schedule that '

thousands of lines long and has thousands of pages of

detail behind it. So we didn't get the schedule on a

Monday and we were through with it on a Wednesday. It
took us weeks and probably several months to get all the

way through the detail on that schedule, because we

wanted to determine first if we thought it was

achievable, and then we looked behind the hours and the

costs behind that to determine what we thought was
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appropriate and not consistent with the EPC contract.

Q Okay. Thousands of lines. Without getting into a

dollar figure, has there been any agreement about any of

those sub-lines, as far as whose responsibility

something or the other is, and you'e just trying to get

through to the end? Or is there no agreement on

anything to this point?

A No, there were some dollars in there that we did agree

that were appropriate, and I believe Nr, Jones is going

to present some change orders in connection with that.

We identifi ed a couple of other costs that we believe

are appropriate in the revised schedule they gave us.

The ones we pointed out in the filing here and we'e
indicated we'e only going to pay 90 percent of are the

ones we di spute under the contract.

Q Can you gi ve the Commission a rough idea of when you

would expect some finality to that process?

A I wish I could give you a specific date. The consorti um

is not in agreement with our position, so we conti nue to

negotiate it extremely hard. We'e had a number of

discussions. There are some areas I believe we'e
starting to find some common ground. I wish I could

give you more detai 1, but those are confidential

discussions and, you know, we certainly haven't signed

anything that would say we think we'e on the right path
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on these three and upset on those five. We'e still
continuing to work through that process very hard.

Q So no idea whether it would be this year or not?

A I would like to think we could complete it this year.

That would certainly be a goal of mine. I believe the

consortium would certainly like to resolve it by the end

of the year. But I can't commit to an exact date.

That's certainly a reasonable target, though.

Q Okay. Tell me what the procedure will be if, in fact,

you convince the consortium to take responsibility for

half of 1t, as—

A Right.

Q — an example, and these have already been approved as

capital costs. Will there be some mechanism for

anything that perhaps ratepayers have paid, to that

point, to be credited?

A Well, assume we pay the 90 percent — I'm just going to

give an extreme example. Let's assume we paid all of

the 90 percent, and we reach a resolution where we

recover all of the 90 percent. Certainly, we would

immediately credit that back to the cost of the project,

and in the next revised rate filing, that would be

reflected in the customers'ates because they'e paying

for the carrying costs on that amount.

Q How wi 11 that come back? Just in the cost of the
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project, or — there's no other rate mechanism as far as

any change in the capital costs?

A Well, if we were to recover monies from the consortium

that we had paid, we would immediately credit those

dollars to the

project 

. So the capital costs we 'e
eventually pai d for the project would go down

immediately. Those actual dollars pai d are what we use

to file our revised rates adjustment on an annual basi s,

so your next revised rate adjustment would be on a lower

capital cost, whi ch would gi ve you the credi t on that

carryi ng cost for customers in bills going forward .

Q Okay. On page 11 of your prefi led testimony, you talk

about the i ncrease in the forecasted benefit of

production tax credits, due to a smaller number of

competing utilities. Do you have any concerns about

having both uni ts meet the required placed-in-servi ce

date of pri or to January 1, 2021? And, I guess, the

first unit.

A Yeah. Well, the first uni t — the fi rst new uni t, Unit

2, I don't believe is under as much risk as the second

unit, because if it's completed on time in 2019 it will

be well wi thi n the limits established by the Treasury

for the production tax credits . Certainly, unit two is

close to the deadline, which is why we'e so concerned

about keeping progress moving forward on these units and
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not doing anything to delay that progress. That'

really why the 90 percent mechanism was put into the

contract, so if we found ourselves in a situation where

there was a dispute, that work could continue while we

made the effort to resolve the dispute.

Q Is the substantial completion date usually the same as

the placed-in-service date?
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A There are probably a vari ety of opinions on that. We

have assumed, for our purposes, it's the commercial

operation dates. There are some out there that may be

of the opinion — I'e heard discussions that that could

be when the fuel is actually loaded into the reactor and

you'e producing fuel — I mean, producing electricity.
The credi t is linked to the production of electricity,
so that's a positi on that we certainly might make some

valid effort down the road to evaluate that.

Q In your testimony there on page ii, I guess starting at

line four going to the end of line five, you talk about

$ 1.2 billion in interest costs, in future dollars.
We'e been — throughout these proceedings, there's been

a lot of discussion of money in terms of 2007 dollars.

A Right.

Q Why are you talking about future dollars now, here?

A These are debt issuances that have already been sold to

the public, and this is interest that will be paid in
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the future, over the life of those bonds — in some

cases, 30-year bonds, and in a couple of cases, 50-year

bonds. So we'e taken the actual amount of interest

that would be paid over that peri od.

Q So, does that necessarily make projections about

interest — or, that ' a fixed rate on the bonds?

A Those are fixed rates on the bonds. All the bonds that

have been i ssued at this point have been fixed-rate

bonds.

Q On page 46 of your prefi led, at line 16, you talk about

SCE&G's role as owner of the project. Can you explain a

little bit what "owner of the project" means? Does that

have something to do with your relationship vis-a-vis

Santee Cooper? Or what is special about "owner of the

pro j ect "?

A There's nothing special there, other than we are an

owner of the project, with Santee Cooper, our partner.

What I was tryi ng to say was, as an owner, we'e goi ng

to make sure we maintain all of our claims, to try to

keep as much leverage on Westinghouse and CB&I as we

can, to eliminate these costs that we believe are not

appropriately charged to us.

Q Okay. So Santee Cooper is not involved in negoti ati ng

with the contractors.

25 A Oh, no, they'e actively involved with us.
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10

Q Okay.

A Lonni e Carter sits with me on many occasions, as well as

other people on his construction team at the plant site.
They are in every conversation with us; they 'e in every

negotiation meeting with us. There's nothing we don'

do, from a negotiati ng perspective, that ' not discussed

and agreed to with Santee.

Q Okay. Maybe I phrased it a little badly.

A All we'e trying to say—

Q They'e not in separate negotiations with the

consortium.

12

13

A Oh, absolutely not.

Q Okay . So whatever applies to SCE&G wi 1 1 apply to Santee

Cooper, as we11?

15

16

17

A If we reach an agreement, I think it's comfortable to

say that it wi 11 be an agreement that all the parties

sign onto, SCE&G and SCANA — SCE&G and Santee Cooper.

COMMISSIONER ELAM: Nothing further, Thank

you.

20 CHAIRMAN HALL: All right . Commissioner

21 Hamilton.

22 COMMISSIONER HAMILTON: Thank you, Madam

23 Chair.

25
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EXAMINATION

BY COMMISSIONER HAMILTON:

Q How are you, Mr. Marsh?

A Doing fi ne.

Q Mr. Marsh, on page 29, line 13, of your prefi led direct

testimony, you state that the company has approximately

$ 3.4 billion of debt and equity that remains to be

raised.

A That's correct.

Q Okay. Could you tell us, or provide us with the

approximate amounts and types of the instruments to be

used, and the dates?

A The timing of those issuances would be consistent with

the additional construction expenditures as they occur.

So we would look to raise debt or sell equity to finance

the project to support the dollars that are being

expended in any particular calendar year. It's not a

perfect match, but you'e not going to sell an odd

number of bonds. You'e going to sell 100 million or

300 million; you 'e not going to sell 1 23 million .

It'l be an even amount.

We look at the actual construction expenditures

that we expect to spend in a particular year, and we

divide that 50- 50, because we think about 50 percent of

that should be debt and 50 percent should be equity, in
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order to maintain our bond ratings. Those are the

amounts that we'd sell in those particular years, so it
would follow the construction schedule.

Q All right. Are you following, or does the company

continue to utilize its original financing plan for the

project?
A We have. We made it clear, as we started out, that we

didn't feel the need to take the government-guaranteed-

the government-subsidized loan guarantees that were

offered. We'e been able to approach the marketplace on

extremely favorable terms. We'e in a very low-

interest- rate envi ronment, and that's evi denced by the

$ 1.2 billion we expect to save — that we will save on

the issues we'e issued to this point. I believe it'
reasonable to expect that that number will grow,

because, as we continue to issue debt, we'e got debt—

I th1 nk 1 t ' about $ 1/ bi 1 lion hedged today, which means

we'e locked in the interest rates for just slightly
over 5 percent. Well, that's less than the 6.4 we

estimated originally, so that'l produce additional

savings that aren't included here, that will go directly
to customers. The company does not keep those sav1ngs;

that's passed on directly to customers. So we'l
continue to do that and continue to use those

instruments. I'e been asked in the past, and I believe
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the Commission has asked us in the past, if we were

considering the federal loan guarantees.

Q Yes, sir.
A That' a program we have watched since its i nception.
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We have tried to understand as much about that program

as we can. The type of debt that's issued on that

program is principally amortizing debt, which means, if
you sold a bond i ssue today, you would pay back a

portion — you would pay the i nterest and a portion of

the principal back, over the life of that bond. That'

very different from what we have in place where we issue

a 30-year bond, and you don't have to pay any principal

until the end of the 30 years. So if we were to go into

the debt — the federal loan guarantees, we would be

refi nanci ng capital costs throughout the life of those

bonds, whi ch exposes us to great interest-rate ri sk. I

can ' predict the future, but I think i t ' more likely
that interest rates are going to go up than they'e
going to go down, from where they are today. So we'e

been locking in these low rates and have not felt the

need to do the loan guarantees. We also don't know the

terms and conditions that come with those loan

guarantees. We know there are always terms and

conditions and covenants with any deal you would do like

that, and we'e not been provided those. If we are ever
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provided those, we wi 1 1 certainly do the evaluation, but

I thi nk i t would be a stretch for me, at thi s poi nt, to

say they would be favorable to what we'e been able to

secure in the marketplace at thi s poi nt.

COMMISSIONER HAMILTON: Thank you, very much,

Mr. Marsh.

Thank you, Madam Chair.

CHAIRMAN HALL: All right. Commissioner

Howard.

10
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14
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EXAMINATION

BY COMMISSIONER HOWARD:

Q Good afternoon, Mr. Marsh.

A Good afternoon.

Q Mr. Marsh, one of the reasons, I guess I'l just say,
I'm asking you the questions is because you'e the first
person up. That gives you the right to pass them on

down, if you feel someone else is more qualified,
18 A I'e been on both sides of that test.
19

20

21
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23

25

[Laughter]

Q I just wanted to make sure. On page 26 — 27 and 28 of

your testimony, you said the market is becoming

extremely sensitive to SCERG's regulatory risk in the

nuclear context, and you raise the possibility of not

being able to finance completion of the units. What

plan, if any, do you have, if the financing becomes
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unavailable?

A We have in place lines of credit that we'e extended,
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that apply to SCERG, where, if we had a short-term

period where credit were not available, we could call on

those lines of credit, whi ch I believe would transfer

into long-term debt — subject to check, on that piece.

So we have a backup plan with lines of credit if we had

a point in the marketplace where we couldn't sell bonds.

I think the biggest concern on my part would be if the

Commission were not to support the project as it had in

the past in allowing our adjustments, when they were

deemed to be prudent, would send a message to the

marketplace that there's a greater risk on the recovery

of your investment if you make that in SCERG. That

doesn't mean we couldn't sell bonds. There's certainly

a possibility you couldn't sell bonds. But they would

be a higher interest rate. Just like we'e going to

benefit from higher interest rates over the next 30 and

50 years on the debt issues we put out today, likewise,

we would be penalized if we sold debt today at a rate

that was hi gher than what we anti ci pated when we

forecast the project for the Commission.

So the risk is not just that you couldn't finance,

but that, if you could finance, it would be at

significantly higher rates. That's where the BLRA has
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been so important to us, because that's the mechanism

that the financial community is relying upon to give

them a reasonable level of comfort that they wi 11 be

able to recover their financing costs.

Q Well, do you plan on utilizing any equi ty financing?

A We do have plans to do equity financing, as the need

ari ses. Since about 50 percent of the construction

would come from equity, you know, whatever remains to be

spent, you could take half of that and we'd plan to, you

know, put equity into this project or sell additional

stock as necessary to raise the equity to support the

project . So we wi 1 1 be doing both .

Q What is your debt-equity ratio today, and what would it
be if you had to undergo one of these plans? I know

that it — the last part of that question is strictly
speculative.

A You know, basically, today, for the project itself, it'
about 50-50, because that's our plan. It may not be

exactly that, because you can't equal an — issue an

exact amount. So from a project perspective, on a

consolidated SCE&G, I think it's about 54 percent equity
— 53 to 54. So that's just a little bit higher.

If we had a negati ve decision on the project, we

may have to sell more equity to support the bond

ratings, which would dri ve costs up on the project,
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because the return-on-equity cost is generally higher

than the interest rate you pay on bonds. So it's hard

to say exactly what it would be. If we had an adverse

deci sion from the Commission, I think we'd have to

analyze that carefully and respond to the financial

community, But their response would be negative; it'
just a matter of how negative it would be in terms of

our ability to raise the capital.

9 Q The last two bond issues, if I' not mistaken, both of

10 them were for 50 years?

A They were.

12 Q One of them was oversold, and the last one was — I hate

13 to use the word "undersold," but you didn't sell it in

the first—

A You know, we were many times oversubscribed on the bond

16
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issue for the first 50-year bond issue. I believe it
was only the sixth 50-year bond that had been sold, and

the lowest that had ever been done by a utility, so we

set a record with that sale. The second 50-year sale

was a little more difficult. We had to raise the

interest rate just a little bit, in order to have enough

investors come into the deal to make the sale. We still
got a favorable rate. It was 5.1 percent, compared to

what we originally estimated at 6.4.

But I thi nk, in my professional opinion, the
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concern in the marketplace, you know, had to do with

this proceeding we 'e in today and the risks associated

wi th changing your capital cost schedule and mai ntai ni ng

the support at the Commission. They watch those issues.

They 'e closely watching this examination to understand,

you know, where the Commission wi 1 1 land at the end of

the day. As I mentioned earlier, I think the settlement

agreement was a positive sign to the marketplace that

the regulation is working well with respect to the Base

Load Review Act, and the Commission wi 11 be making its
deci sion accordingly.

12 Q Why did you use a 50-year instead of a 30-year, which

13

15

would probably have been more attractive to some

i nvestors, I would think? Why — how did you come up

with the 50-year?

16 A We don't like to have all of our issues mature at the

17

18

19

20

21

22

23

25

same time. We also like to try to match up the lives of

our assets with the lives of our bonds, trying to match

that up as closely as possible. Since this project is a

60-year-life project, once these plants come on-line, we

believed it was appropriate to include a reasonable

amount of 50-year bonds in the project. Otherwise,

whoever's in charge of financing this company 30 years

from now is going to wonder why Mr. Addi son sold all

those bonds that come due at one time—
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— and they'l have to be there financing those, you

know, back-to-back-to-back, wi thout a new project bei ng

on board. We know that's the case now, because we'e

building the project. So we'e done 30-years and 50-

years; I wouldn't be surprised, before we'e done, to do

some 10-year bonds mixed in with those, so we can spread

those maturity dates out and not have all that risk come

due at once.

Q The license is 40 years, plus a 20 renewable?

A It's a 40-year license. Once you'e been operating for

20 years, and Hr. Byrne can confirm thi s, at that point

you have the right to do the evaluation study to have an

additional 20 years added to your license.

Q I guess my first thought was, a 40-year bond because

theoretically that's the life of the asset, as we know

it now.

A I'e not seen any 40-year bonds in the marketplace.

That would be an unusual term. Generally, the 30 has

been the most popular — 1 Os, 20s, and 30s. The 50 is a

new bond for the marketplace, but for the right type of

asset and for the ri ght compani es and support, it '

receiving some good attention.

Q Since the — just talking about the Base Load Review Act,

since the Base Load Review Act, how much has it
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increased residential rates just for the nuclear plants?

How much have residential rates i ncreased from the

beginning ti 1 1 today?

CHAIRMAN HALL: Mr. Marsh, will you pull your

microphone closer, please?

WITNESS: Oh, I'm sorry [indicating]. I got

comfortable because it was worki ng.

[Laughter]

10

12

13

15

I believe that number i s around, I' goi ng to

say, i7 to 20 percent. I don't have the exact

calculation here in front of me. Based on what

we'e seen since we started the plants in 2008,

adding up the increments that have been applied i n

those years, I believe it ' between i 7 and 20

percent.

16

17

BY COMMISSIONER HOWARD:

Q And what do you anticipate between now and the

18 completion date, estimated?

19

20

21

22

23

25

A From a total retail perspective, I believe that number

goes to around 35 percent, in total, since you have

another number on top of that between now and that time.

Q Okay.

A But I want to point out — I know we'e focused a lot on

rates, and we should be, but the amount that impacts

customers is not just the rate increases; it ' the
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i mpact of fuel costs and the producti on tax credits.

And our current forecast actually shows, when these

plants come on-line, based on the costs we'e got today,

and you apply first the lower cost of nuclear fuel

because it is cheaper than the coal or natural gas — and

when you combine that with the producti on tax credi ts,
you'e going to see a leveling of rates or a decrease in

rates at that t1me.

So I understand your question, and I want to

respond to that, but that's one piece of what customers

see . That ' just the base-rate side that '
1 mpacted by

fuel and production tax credits. And that's the

challenge that I thi nk we 'e missed sometimes in these

proceedings is, we'e just focused on the capital costs
— which is important. We need to focus on that. It'
very important, because it's the largest cost of the

impact to customers. But we can't discount fuel and

production tax credits.

Q I feel comfortable in asking you about one milestone,

and I'm sure you know what the milestone is. It's 146.

Are you familiar with an Nilestone 146?

A Well, it's got to be the last one, because there are 146

23 of them. I don't know—

25

[Laughter]

Q I figured you would remember. tiy question's on
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production tax credit.
2 A Yes, sir.
3 Q One forty-six says the completion date is June '19?

June 2019?

5 A Right.

6 Q Production tax credit runs out in December of that year.

7 A Well, to qualify for the credits you have to have your—

10

12

13

15

16

17

you have to do three things. You have you file your

license, which we did. You have to pour your basemat

for the reactor, which we'e done for both reactors, so

we'e met both of those two requi rements. And the third
is, your plant needs to be in operation by the beginni ng

of 2021. So if we finish Unit 2, the first unit, in

2019, it will clearly qualify for the credits. If we

finish Unit 3 in June of 2020, it will qualify for the

credits. And once you qualify for the credit, you'e
eligible to receive those for an eight-year period, once

you become e11gible to qualify for the credits.
19 Q Well, my question is a confusing thing in my mind, and I

20

21

hope you can clear me. We have a boundary of 18 months

on each of the milestones.

22 A That correct.

23 Q That milestone, 18 months, would take it beyond 2021.

25

It would take that — it would have — I don't want to say

flexibility, but according to milestones, they would
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have another year to do the project over there. So my

question to you is, what is involved in changing that

boundary to six months, so the boundary would be in line

with the production tax credit deadline? Can you change

the boundary? I don't know; I'm aski ng the question of

somebody. It just seems like, if that boundary was the

same as the production credit deadline, there would be

more of an i ncentive to get the project fi ni shed wi thi n

that boundary?

A Right. Certainly, we want to achieve the deadline so we

make the deadline of 2020. There does remain an

opportunity, we believe, for us, if we find ourselves up

against that deadline, potent1ally to go to Treasury or

to go to Congress and have those deadlines extended.

That certainly is not an absolute, It' somethi ng we

have already begun to evaluate and try to define what a

strategy might look like to accomplish that.

I would hate to spend the 12 years we'e invested

in completing these plants and miss a deadline by a very

short period of time and not qualify for the credits.

So it's something I can't guarantee, but we would make

every effort to ensure we would qualify for the credits.

You know, the Commission certainly has the

authority to move that deadline back, if it wants to.

You know, we had originally asked for 30 months. That
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was adjusted to 18 in the original hear1ng, and I think

that's been reasonable. That's worked well for us. It
has made us pay attention. I can assure you, without

that deadline being moved back to 2020, i t ' got our

full attenti on. So, certainly, the Commission could do

that. I would think, as we approach that 2020 date, if
we have issues, my commitment is we would be back before

the — back and forth — back in front of the Commission

to explain the exact situation and what our strategy has

been to resolve it, so our customers do qualify for the

credits.

Q This is, for lack of a better word, I'l say a cliche.
There's a cliche that's going around right now of, what

keeps you awake at night? With all the moving parts of

this nuclear power plant, whi ch is one that would keep

you awake the most at night?

A You know, certainly, it's staying on the schedule. I

don't have nearly as many concerns as I did when we

started the project about being able to build the

facility. As we told the Commission, this was a new

plant, it was a new design. We knew they were under

constructi on i n China . As we have moni tored thei r

construct1 on in China, we 'e become more and more

comfortable with the constructi bi li ty of the plants, and

physi cally the1r plants are almost complete. The first
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unit is complete. I will anxiously watch as they load

fuel and they heat the plant up and it produces

electricity for the first time .

I thi nk maki ng sure we fi ni sh these plants on ti me

is my biggest concern. I want to make sure we do what

it takes to bring these plants in on time and capture

the production tax credits for the benefit of our

customers.

10

Q Thank you, very much.

A Yes, sir.

12

CHAIRMAN HALL: Commissioner Whitfield.

VICE CHAIRMAN WHITFIELD: Thank you, Madam

13 Chairman.

15

16

17
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20

21

22
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EXAMINATION

BY VICE CHAIRMAN WHITFIELD:

Q Good afternoon, Mr. Marsh.

A Good afternoon.

Q I'e only got about four questions for you, and two of

them you'e already practically answered or at least

touched on. The first one has to do — you kind of

answered it in a response you gave to Commissioner

Hamilton about the federal loan guarantees, and you

explained that real, real well. I guess my only

remaining question about that is — and, again, not to

Monday-morning quarterback that. I know Georgia sought
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them out for Vogtle years ago, and you did not. But I

thought there was a — was there not a deadline as to
what point you could still get those if you chose to?

Or is that still an option? You'e still got $3.4

billion worth of capital to rai se. Is that something

that—

Q There have been deadlines along the way to stay in the

pack that would qualify for the loan guarantees. You

had to pay certain fees to go to the next level. We

were paying these fees to the federal government to stay
in the game.

Q Or negotiate the fee, yes.

A So we paid our fees to a certain point. I may need to
verify this, but my understanding is we'e no longer

paying fees because they'e not provided us the

information we need to continue the evaluation. So, to
put it in simple terms, the ball is in their court. If
they want us to consider the loan guarantees and their
options, they'e going to have to provide us with the

details we need to complete the evaluation. I'm not

concerned if they never provide it to us, because I

think our financing we'e got in place is going to be

extremely tough to beat, with the locked-in interest
rates we'e got, with none of the covenants and

restrictions that come with that.
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So I'm comfortable with what we'e done, and I

don't regret — even looking back today. And Georgia has

done that. I'm comfortable they'e got a lot of new

requirements they 'e going to have to meet in connection

with those loans, to satisfy the federal government,

that we won't be subject to.

Q I thi nk y'all stated that years ago, that—

A We did.

Q — there were a lot of strings attached, if you will,

with—

12
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A Yes.

Q — those loan guarantees. And you'e certainly explained

it in your answer to Commissioner Hamilton as to why you

haven't done it up to this point, and it looks like the

possibility of you doi ng it is getting slimmer and

slimmer by the day, I guess.

A Where we sit now, we'e not moving forward unless they

provide us additional information to do the evaluations.

Q Another question I had that you kind of touched on a

little bit with Commissioner El am: We were talking

about any monies that might come back as a result of

your ongoing negotiations with CB&I and, of course,

Commissioner Elam I think used the example of what if-
of course, presently, we are still operating under the

old schedule and costs, but if this were approved and if
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some costs had been put in place and then, somewhere

down the road — and we hope for the ratepayers'ake
that you do get all of this that you can. Actually, we

hope that you get 100 percent of it, but if you were to

get a quick resolution or a resolution down the road,

and some of the costs were already in place, and I thi nk

you said here on the stand that you would return these

funds through a revised rate proceeding. But somewhere

in somebody' testimony, I thought I read the mention of

it being under a fuel proceeding. And this may be a

legal question, but the way I read the Base Load Review

Act, it possibly could be allowable in a fuel

proceeding. But we'e got so much else packed into a

fuel proceeding now, do you think it would be best to do

it in a revised rate proceeding where you educate the

public, if you wi 11, and get good press, whatever you

want to say, by showing that you have recouped these

costs?

A If you wanted to give the dollars back as quickly as

possible and put it in consumers 'ands, the reduction

to fuel would probably be the quickest way to do that.
Through the idea I put in front of you earlier, if we

received a refund, it would be credited to the capital
costs of the project. Consumers would continue to pay

the carrying costs on that project, but that would be a
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lower rate than an 1mmediate refund through a fuel cost.

That would typically be what's done, is to lower the

capital costs, because it is a return of the capital

costs. But I thi nk the Commission would be within its
bounds to evaluate the best way to handle that when it
came back in, which is why I said we would be back in

front of the Commission to make sure it was clear how it
was to be treated.

Q Well, that's certainly something that we would have to-
and that would be a good problem to have, and we hope

you have that problem.

A I antici pate havi ng that problem and being back before

you, and certainly any options that would be available

to us, the Office of Regulatory Staff would be able to

fully vet for the Commission and also give you a

recommendation.

Q Another question — and it certainly looks like, you

know, what Commissioner Howard asked you, what was your

greatest worry at night. And certainly I see — I thi nk

we all do — that meeting these deadlines to still
receive the federal production tax credits is a huge,

huge goal, and it's going to be a delicate walk,

obviously, to do thi s. But I thi nk you said earlier on

the stand, maybe when you were answering Mr. Guild's

questions, you mentioned it would be about $ 1 billion on

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
238

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

196

10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

one, but if I'm doing the math right, it's going to be

about $2.i or .2 billion for both units — that is, if
Unit 3 makes the deadline, as well.

A You talking about production tax credits?

Q Yes, sir.
A Yes, it's about $ 2.2 billion in total.
Q Yes, sir. And we'e talking full-blown dollar for

dollar. We'e not talking about a deduction; we'e
talking about full-blown dollar-for-dollar federal tax

production tax credits.
A That 2.2 would be what I call the grossed-up amount;

that ' taki ng the actual amount of the credi t and

grossing it up so you could see what the customers would

recei ve . They would recei ve the $ 2 . 2 billion benefit .

Q That's where I was headed.

A Yes.

Q Yes, sir. And, lastly, one of the things that ORS is
charged with in representing the public interest, one of

the three legs is the financial health of all of our

utilities. And one question that I seem to understand

that Wall Street has a concern about is possibly the

financial health of our contractors — of CB&I or

Westinghouse — and I have kind of, in my mi nd, sai d,

"Well, when we started this project, they weren't called

CB&I; they were Shaw Group." I'e kind of mentally
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thought these same people that -- the high-level

engineers and people on the consortium's management team

and top engineers are going to be with them whether it'
Shaw, CB&I, whoever — mergers and acquisitions happen.

This is a changing world; we know that . But then — and

I'm aski ng you thi s because I know you'e got an

accounting background, but if you want to punt to Mr.

Byrne, because I read in his testimony I think where he

has some concern about being able to — about the

turnover in personnel at the consortium. And could you

12

13

address that, or if you want to punt to him, I would

certainly—

A I'l let Mr. Byrne address it too, but, you know, we

15
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19
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21

22

23
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have been concerned about some of the turnover at the

higher levels within the organization . We expected to

see some turnover when it changed from Shaw to CB&I.

That is not unusual . I wi 1 1 say, even though they'e
had turnover, they generally do a pretty good job of

communicating with us and we get the right to interview

people they'e got coming in, to give them feedback on

whether or not we think that person will fit wi th the

team and meets the qualifications. In certain

positions, we have an absolute right for that; in

others, it's their right, but the relationship is such

that they usually involve us at some point during that
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process. It'd be nice if they had the consistency that
we'e had on the project . All our senior leadership

team that was here in 2008 is still in place, and you

should expect to see them all the way through the

completion of these projects. We'e working hard to

find that level of commitment on the other side.

There are people, especially on the Westinghouse

side, that have been there from day one, and those

relationships have been good, even though there's been

turnover in other positions.

Q I guess, separate from that, from the turnover in

personnel, how about the financial health of CB&I? Do

you have any concerns there, or could you share any

insight there?

A We watch it carefully. We have a credit metrics team

within our financial organizati on that evaluates thei r

creditworthiness. We watch their activities on Wall

Street, to understand what they'e up to and if we have

any concerns we need to put forth in front of them.

VICE CHAIRMAN WHITFIELD: Well, thank you, Mr.

21 Marsh.

22

23

25

That's all I have, Madam Chairman.

CHAIRMAN HALL: All right. Thank you.

Commissioner Fleming .

COMMISSIONER FLEMING: Al 1 right.
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EXAMINATION

BY COMMISSIONER FLEMING:

Q Good afternoon.

A Good afternoon.

Q I didn't expect you to be here this time of day, sitting

where you are. I thought we'd be finished with you long

ago. But I just wanted to touch on one particular area

that you menti oned in your testi mony and Mr. Guild

brought out. But the EPA's Clean Power Plan-

A Yes.

Q — I know the final plan is not out yet, so we'e all

waiting anxiously to see what 1t has to say. But could

you talk a little bit about the benefits of these

nuclear units that can prove to be beneficial not only

to the company but to the customers and to the State, as

we look toward meeting the standards that they may

potentially define?

A I'l do my best to do that. The proposed rule that came

out, I believe it was last summer, was very complicated,

very detai 1 ed in terms of how they apply the application

of the formulas in there that derive the targets the

companies have to achi eve. As we dug into the

determination of the targets, what we learned was, in

terms of the base- load capacity or generating capacity

that was in place today, based on which they set the
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targets, they had already assumed that the nuclear

plants were in operation and running at a 90 percent

capacity factor. So that has an impact on setting our

target. In essence, that would put us in a position
where we would not receive the full benefit that we wi 11

achi eve when these plants come on-line and start to

displace coal and certainly some of our gas-fired

generation, which is, while it's a lower producer of

carbon, it still does have carbon emi ssions.
We'e already seen the benefit of bringing these

new plants on-line because when I sat before you in

2008, I think it might've been you that asked me the

question, "Well, what impact will thi s have on some of

your older coal-fired generation?" And what I told you

at the time was these plants gave us flexibility to

retire some of those older plants, should that situation
arise. And because we had the turndown in the economy

and we'e seen load growth a little bit slower than we

anticipated, we were able to retire or have plans to

reti re ?30 megawatts of older coal-fi red facilities that
wi 11 have a tremendous impact on our future carbon

production. It will reduce that significantly.
So these plants put us in a position where we can

do other thi ngs that wi 11 help us to respond. The new

Clean Power Plan as it's designed today really forces

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
243

of739

Docket 2015-103-E South Carolina Electric II Gas Co.
Nuclear Construction Updates and Revisions

201

10

12

13

14

15

16

17

18

19

20

21

22

23

25

you to take a look at finding additional efficiencies in

the heat rate of your existing power plants, which may

be hard to do because we'e been working hard on

improving those heat rates for years. It forces you to

look more at natural-gas-fired generation. We'e

fortunate because we brought our Jasper Plant on-line

back in 2004, and we'e already got about 30 percent of

natural gas. Many utilities don't have that, as they

try to find that balanced portfolio. And they also

encourage you to look for additional megawatts from

renewables. And we'e been very active with the

Legislature and the envi ronmentali sts and others around

the State, helping to find ways to define how we move

forward successfully with solar power, so we don't find

our State embroiled in all the awful discussions and

some of the hateful things I'e seen go on i n other

states as they try to figure out what does that solar

plan look like. So, we'e worked with the other

utilities in the State and the envi ronmentali sts and

people that are focused on solar power, to pass the

Distributed Energy Resources Act last year, which has

allowed us to come back to the Commission twice now-

one to set net-meteri ng rates and one to set distributed

energy resource incentive plans in place to help us

promote solar energy. So we'e well on our way to
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fulfilling that piece of the pie.

So we believe we need that nuclear to help us

achieve those targets. It will not get us all the way

there, and Nr. Guild pointed that out in his cross-

examination of me. We'e got more to do. But without

the foundation of the nuclear plants, if we don't have

this nuclear energy to serve as a foundati on and to put

us at a 62 percent non-emitting level of production on

our system, I thi nk it ' going to be very difficult to

accomplish.

You know, we told the EPA — I'e been to the EPA

twice and met with individuals there to talk about the

way nuclear is being treated in the Clean Power Plan.

The example I gave them was if I hired a group of

employees and I was standing up in front of them and

said, "Everybody here has to pay the Family Plan for

health insurance," and when a young lady in the back

stands up and says, "Well, I'm not married and I don'

have any kids," I would say, "Well, you'e thinking

about it, so you have to pay for it." That's what the

EPA has done i n the Clean Power Plan. So we'e trying
to get fai r treatment for the nuclear plants so they'l
serve as the foundation. If we don't get that, it'
going to be a very big challenge for us to meet the

requirements of that plan.
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But we don't know the final results yet, and once

the final results are known, it does come back to the

State and the State has to actually define its

implementation plan. So even though it would come back

to the State of South Carolina, they'e got to decide

between SCE&G and Duke Energy and Santee and all the

others that have some sort of production, how they'e

goi ng to allocate those targets, So there are a lot of

unknowns, but what is known is, without the nuclear

plants, we won't be able to achieve the 62 percent goal

of non-emitting, clean, base-load — and that's key-
base-load energy that's there all the time.

Q And could that be — well, I guess, if they do let you do

it once it comes on-line rather than counting it down,

is that a financial benefit? Will that be a savings to

the company and the customer?

A It will. I don't have my notes in front of me that I

took to the EPA, but the number I recall is, if we don'

get the benefits of the nuclear plant, it could be an

additional $8-$9 billion in costs for the consumers in

South Carolina. That's not just SCE&G; that's the

State of South Carolina, us and Santee and others, would

have—

Q Trying to — that would be—

A Trying to meet the new requirements of the Clean Power
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Plan, as it's drafted today. Now, we don't have the

final rule, so I hope they fix some of the points we'e
made to them as they go forward.

Q But that could be just the reversal, if they do — I

mean, there could be a financial benefit, if — dependi ng

on how the plan is written?

A I believe the financial benefit is there today in our

making the investment in the nuclear plants.

Q So they'l already be there.

A Yes.

Q And would there be — could there be the potential of a

12 carbon tax that would add—

13

15
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A You know, President Obama has made it very clear that he

believes carbon is a significant issue for our country

going forward . Nany others support that posi ti on. I'
not here to argue with the science. I firmly believe,

you know, carbon emissions are going to be attacked in

the future . I believe the writing i s on the wall . You

know, based on what we said in 2008 about the additional

restrictions that would come out from an environmental

perspective, that has all come true. And had we not

been building these new nuclear plants, I'm not sure how

we would've complied with those.

So we believe a carbon tax is going to be a reality
at some point. There is a value that we believe can be
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reasonably assigned to carbon for purposes of evaluating

the impacts, and the nuclear power constructi on-
continuing with these new plants and completing these

plants is, in my mind, just critical to be able to

address the challenges. To put the company in a

position or make a decision that we were going to stop

these plants and build something else at this point,
that's a $ 3 billion decision based on our analysis, for

customers. I don't know that that even takes in the

impacts of trying to solve the carbon issues.

So I believe the State is on the right path. Not

just us, but with Santee Cooper and all the customers

that are served throughout the State through the

electric cooperatives that they serve, thi s plant is

going to impact most customers in the State of South

Carolina.

17 Q So these units — it sounds like you'e looking at these

18 units kind of as an insurance against — or working

towards meeting those standards?

20 A Yes, that ' exactly what we bel i eved in 2008, and I

21 believe that more firmly today than I did in 2008.

22 Q And with this plant, with the complexity and scope of

23

25

it, I 'm sure there is great interest in the building of

it not only in our State but across the country. And I

was just wondering, are you doi ng any outreach or
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educational sessions to various groups about the plant

as i t ' under construction?

A We have a lot of individuals involved directly in the

project that do presentati ons on a regular basis around

town and around the State. We certainly have extensive

information on our website about the project, not just

pi ctures but just di scussi on about what ' going on, and

there's a lot more informal efforts to help people

understand the value of the plants and the impact they

can have on the State. So we could probably do more of

that . It ' certainly somethi ng we believe in completely

and probably couldn't do too much of that to make people

aware of the benefits.

Q Are you getting — what types of groups are particularly
15 interested?

16

17

18

19

20

21

22

23

25

A It could be anything from a Rotary club — we'e worked

with educational organizations; we'e had groups of

teachers on a regular basis up to the plant. We brought

students to the plant, student groups, to help them

understand the benefits of nuclear power and how it is

used in the State of South Carolina. You know, any

group that wants us to come and make a presentation,

generally, we are available to do that.

We have groups within our organization where we

bring in groups of customers on advisory boards in
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different areas around the State and we talk to them

about nuclear. We ask them, "What are you hearing from

a nuclear perspective," if there are concerns we need to

try to address in the State or with particular groups.

We'e run a number of television ads, at stockholder

expense or shareholder expense — not paid for by

customers — to help provide more information about

nuclear power.

I would expect those activities to increase as we

move forward. I probably lost count of the number of

tours we'e been through at the nuclear plant. We'e

had commissioners from different states come; we had

Nuclear Regulatory Commissioners come all the time. We

encourage people to come to the plant site. We are

proud of it. I think it definitely leaves an impression

on you, when you can go from the dollars on a page to

physi cally looking at the investments that are being

made and the complexity of the project and the activity
that is taki ng place on site.

20 Q Okay. So it's serving as an educational opportunity for

21 others across the country?

22 A I believe it is, and in the conversations I have with

23

24

25

CEOs and in private, in different industry meetings I go

to, they'e pulling for us. They want our plant, they

want the Vogtle plants to be built, because they want to
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build plants. I hear comments about the lack of a

nuclear renaissance, and there may not be enough plants

bei ng built in the United States to convi nce me there'

a renaissance here yet, but there are 65 plants being

built around the world, new nuclear plants, so the

renaissance is occurri ng, and I think the United States

could benefi t from j oi ni ng the party.

COMMISSIONER FLEMING: Thank you.

CHAIRMAN HALL: All right. Thank you.

EXAMINATION

BY CHAIRMAN HALL:

Q Mr. Marsh, I just have a couple of questions. The first
is, why is the company requesting Commission approval of

a revised schedule when the company hasn't agreed yet to

the revised milestones? The new milestones aren ' in

the EPC contract or an addendum, so—

A The schedule we have put before the Commission is a

schedule we are working to, on site, now, to complete

the units. So we have agreed th1s is the working

schedule to complete the units, as we presented to the

Commission. When we say we haven't agreed to the

schedule, we 'e talking about agreeing in terms of who '

going to pay for the costs that are under dispute.

There is no dispute that this is the schedule upon which

the plants are being built. The costs have been
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evaluated, the costs are known, the derivation of the

costs have been fully revi ewed by our team on site and

the Office of Regulatory Staff .

Q Okay. Now, I want to go back to Mr. Guild's question

about the litigation. And I don' want to jeopardize

your position, so don't go far enough to do that, but as

far as the negoti ations are concerned, when would they

tip where you would think that the negotiations were no

longer productive and you might have to pursue

litigation?
A If the consortium were to basically qui t listening to

us, I'd say that's the time to do something else. We

have not gotten to that point. We have had very frank

discussions. We'e had some exchanges of potential

opportunities to settle some of the outstanding

issues 

.

We'e just not reached any final agreements. As long as

I believe there's an opportunity for us to do it through

a settlement, 'as I said earlier, I would prefer that to

litigation, if it looks like that's a reasonable number

or reasonable amounts for our company and our customers.

Q Okay. And if you had to file litigation — I understand

Georgia filed theirs in New York — where does the

contract dictate, or where does your contract dictate

that it would be filed?

A We would also file in New York.
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Q Okay. And I imagine that would be costly, as well. One

more question about the difference between Georgia

Power's contract and your all's contract, as far as the

litigation is concerned. I think you — I can'

remember. Their contract is sealed and so you don'

know as much, but why was litigation a better option for

them?
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A I don't know all the details in their contract, but the

general understanding is, and thei r company officials
have made comments to this effect, it is a fixed-price

contract. Our contract is fixed for certain items; we

have fi rm prici ng wi th fi xed escalation on others, and

there's about a thi rd of the project that is targeted,

where it's to be determined on actual amounts spent.

That's where our disagreement is, on the actual amounts

spent in that targeted category. We don't have any

disputes over the fixed or the firm with fixed

escalation.

Q Okay.

A If their project is all fixed, even though they had the

same issues we had, I can see how they would have a

different position on, you know, whether they should be

paying at that ti me.

Q Okay.

A And that might have led them to a decision to start
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litigation earlier than later.
CHAIRMAN HALL: Okay. Al 1 right. Thank you,

so much.

Commissioners, any other questions for Nr.

Marsh?

[No response]
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Okay. Nr. Burgess?

NR. BURGESS: I have one question on redirect.

CHAIRMAN HALL: Okay.

REDIRECT EXAMINATION

BY MR. BURGESS:

Q Nr. Marsh, before the lunch hour, Nr. Guild was

questioning you about the future transaction between

SCE&G and Santee Cooper, and I believe I heard you

testify that SCE&G would be purchasing an interest in

Unit 2. Would you please explain to the Commission

exactly what transaction is required of the two

companies?

A Yes. I need to correct my statement on that. The

triggering event for the purchase of the 5 percent would

be the commercial operation date of Unit 2, but the

actual 5 percent purchase would be of Units 2 and 3.

MR. BURGESS: Okay. Thank you, Mr. Marsh. No

further questions.

CHAIRMAN HALL: All right, thank you,
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Mr. Guild, do you have any recross?

MR. GUILD: I don'. Thank you, very much.

CHAIRMAN HALL: All right. Thank you, Mr.

Marsh. You may step down.

[WHEREUPON, the witness stood aside.]
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All right, and we'l take a short break before

we call your panel,

MR. ZEIGLER: Nope, we have one more witness.

CHAIRMAN HALL: Okay. So let's talk about

this. We have our night hearing starting at 6

o'lock, so we wi 11 probably break about 4:45 to

give you some time to relax and maybe get something

to eat before that. So we'l see how far we go

with Mr. Byrne.

MR. ZEIGLER: Perfect. Thank you.

[WHEREUPON, a recess was taken from 3:45

to 4:05 p.m.]

CHAIRMAN HALL: Thank you. Be seated.

All right. Mr. Burgess, whenever you'e
ready, sir.

MR. ZEIGLER: Madam Chai rman—

CHAIRMAN HALL: Oh, Mr. Zeigler.

MR. ZEIGLER: Yes, ma'm. — SCELG would call

Mr. Byrne to the stand.

25 [Witness affirmed]
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10

THEREUPON came,

STEPHEN A . B Y R N E

called as a witness on behalf of the Petitioner, South

Carolina Electric & Gas Company, who, havi ng been first duly

affirmed, was examined and testifi ed as follows:

DIRECT EXAMINATION

BY MR. ZEIGLER:

Q Would you please state your name for the record.

A My name is Steve Byrne.

Q By whom are you employed and in what capacity?

A I' employed by SCE&G . I' the president of Generation

12 and Transmi ssi on?

13
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Q Mr. Byrne, have you prepared or caused to be prepared

under your supervision certain written testimony of 47

pages that ' been prefi 1 ed in the record of this

proceeding?

A I have.

Q Are there any changes to that testimony?

A One change, and that is we put some slides in with—

that form an annual update to the Commission on the

progress of the nuclear construction si te. We have

updated those slides.

Q All right, sir, so that would be your Exhibit -i, I

believe, and we'l get to that in just a second. But as

to the testimony itself, are there any changes to the
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text of that testimony?
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A There are not.

Q All right, sir. If I were to ask you the questions

contained in those 47 pages today, would your answers

from the stand be the same?

A They would.

MR. ZEIGLER: Madam Chairman, we'd move Mr.

Byrne's prefi led direct testi mony into the record

at this time, as if given orally from the stand.

CHAIRMAN HALL: All right. Mr. Byrne's

testimony wi 11 be entered into the record as if
given orally.

/See pgs 237-283]

BY MR. ZEIGLER:

Q And, Mr. Byrne, you, I believe, have two exhibits

attached to that testimony; is that correct?

A I do.

Q And one of those is the set of slides, which you'e
updated with some more complete and current slides; is
that correct?

A That's correct.

MR. ZEIGLER: And I'e already, Madam

Chairman, provided a copy of that to the other

parties and to the court reporter, and would move

at this point for those two exhi bi ts to be entered
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into the record.

CHAIRMAN HALL: All right. Mr. Byrne's

exhi bi ts wi 11 be entered into the record as Hearing

Exhi bi t No. 4.

[WHEREUPON, Hearing Exhibit No. 4 was

marked and received in evidence.]
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BY MR. ZEIGLER:

Q Mr. Byrne, have you prepared a summary of your

testimony?

A I have.

Q Would you please provide that to the Commissioners and

the parties present here in the hearing room?

A Certainly.

Good afternoon, Chairman Hall and members of the

Commission. As it approaches its seventh year, the

construction project for the new nuclear units is

passing through a transi tion poi nt. Initially, most of

the risks related to first-of-a-kind nuclear design,

licensing, supply chai n, staffi ng, and construction

activities, which is understandable for one of the first
new nuclear projects in the United States since the

1970s. Today, many of the uncertainties related to

first-of-a-kind activities have been resolved or

mitigated. Unanticipated problems are always possible.

The challenge of completing the uni ts is now shifti ng to
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construction, fabrication, and acceptance testing.
These risks are, in many ways, similar to those

encountered in other major generation projects.
Since 2008, we have received, effectively, all of

the permits or certifi cations that we identified as

being required for the project . These include two of

the first four combined operati ng licenses i ssued under

the new NRC licensing scheme for new nuclear

construction. We have successfully recruited a pool of

qualified, licensed reactor-operator candidates and

trai nees for other technical posi ti ons, to staff the

units. Our constructor and subcontractors have

successfully fielded an on-site labor force that numbers

approximately 3500 workers, over half of which are South

Carolina residents.

Nost nuclear supply chain issues have been

resolved. At present, all but three of i3 major pieces

of equipment for Unit 2 are on site, as is more than a

third of the major equipment for Unit 3. To date, there

have been no disruptions or losses due to shipping of

ultralarge and ultraheavy components from Europe, Asia,

and around the United States. Design finalization for

the nuclear island is approaching completion, which

marks another substantial reduction of ri sk for the

proj ects.
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Site conditions are fully known. All the required

transmission facilities have been sited and many have

been built.

The Fukushi ma disaster has not derailed the

project, as we initially believed that such an event

might. Construction of the f1rst AP1000 reactor at the

Sanmen site in China is largely complete, and th1s uni t
is undergoing testing.

Looking forward, we face the challenge of enforcing

the EPC contract while mai ntai ni ng an effecti ve worki ng

rel at1onshi p wi th the consortium of Westinghouse and

Chicago Bridge K Iron, and this is an important

challenge. It 1s taking the consorti um too much ti me

and too much labor expense for the scopes of work

required to complete the project. For the current

schedules to be achieved, the consortium must improve

the productiv1ty factors of their workforce.

Unfavorable productivity factors have been the matter of

frank discussions between the part1es, and the

consortium's senior leadership recognizes the need to

improve in this area.

Another challenge will be the successful completion

of inspections, tests, analysis, and acceptance criteria
— or ITAAC — required to demonstrate the units'onformity

with the desi gn documents . This ITAAC process
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is new to the nuclear industry. Over 1700 ITAACs must

be completed for the project. Initial results are good,

but we are in the early stages of this process.

Successfully licensing and retaining reactor

operators and senior reactor operators is another major

challenge. A full complement of licensed operators must

be ready for the initial fuel load to take place. Our

operators will likely be the fi rst licensed on the

AP1000 design. Delays in certification of the plant's
reference simulator for operator testing have

complicated this effort for the initial class of

operator candidates.

In our initial BLRA fil1ng in 2008, SCE&G

i dentified uncertai nti es around the use of modular

construction for nuclear units as a potential source of

delay. This is a new technique for commercial nuclear

builds. Nuch of the current delay in the substantial

completion dates of the uni ts has been caused by delays

in fabrication and delivery of submodules for the units.

Beginning in 2010, SCE&G began rai si ng concerns

about delays in submodule fabrication. SCE&G worked

diligently to convi nce the consort1um to address these

issues 

. SCE&G challenged the

consortium 

' construction

plan and schedule, which the consortium ultimately
agreed to thoroughly review. In 2014, the consorti um
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provided SCE&G with a rev1 sed, fully 1 ntegrated

construction schedule, along with related costs. This

schedule reflecting new substantial completion dates for

the units of June 19, 2019, for Unit 2, and June 16,

2020, for Unit 3. SCE&G's team of engineering,

accounting, and construction experts carefully analyzed

this new information. We began negoti ati ons with the

consortium over the costs and the approaches to

accelerate the work.

In Narch of 2015, SCE&G determined that the updated

costs and construction schedules from the consortium

were, in fact, accurate schedules for completion of the

project as envi sioned by the BLRA. SCE&G therefore

submitted the updated BLRA milestone schedule of the

consortium for approval in this proceeding, along with

the updated capital cost schedule.

Going forward, SCE&G wi 1 1 moni tor the revised

construction schedule and costs carefully. We wi 11

challenge invoices from the consortium when there are

grounds to do so. The company has not accepted

respons1bi lity for the costs related to the delay in the

project and the costs resulting from the consortium's

failure otherwise to meet its responsibilities under the

contract . At present, the company is challenging

several cost categories, including increased costs due
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to project delay and the consortium not meeting initial

productivity factors . Where we dispute invoice costs,

the EPC contract dictates that we pay 90 percent of

these costs while the dispute is resolved. These are

the costs that we believe to be — there are costs that

we believe to be defi ci ent, and we return those i nvoi ces

unpaid and we are not seeki ng revi ew of those i n thi s

proceeding.

The costs and construction schedules submitted here

are well reviewed, well documented, and reflect
reasonable and accurate schedules for the project based

on information to date. They are not the result of

imprudence by SCE&G 1 n any way . As with any complex

project, however, these schedules are likely to change;

but based on the current information, they are

appropriate for approval as the new BLRA schedules for

this project.

This proceeding also serves as our annual

construction update . I have a set of slides that I wi 1 1

use to present that update.

MR. ZEIGLER: Madam Chairman, Mr. Byrne may

wish to approach the large monitor there, as we go

through this process.

WITNESS: It might be a little easi er to point

things out. If you prefer, I'l stay here, but it
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might be a little quicker if I 'm able to point

things out.

CHAIRMAN HALL: That '

fine 

. Let ' get you a

Lavalier mic, so you can move, please.

WITNESS: [Indicating.]

10
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13

15
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19

20

CHAIRMAN HALL: Oh, you'e got it. Okay.

And, Mr. Byrne, I don't know if you remember, but

if you touch it, it'l advance, so — well, Ms.

Wheat claims it won', but I don't know. Good luck

to you.

[Reference: Hearing Exhibit 4/SAB-1 Page 1]

WITNESS: Can you hear me? Okay, good. All

right. What we have here is an overview of the

site from May 2014, so it's a little bit dated.

But what you can get is a sense for the layout of

the site. In the center you can see the large

heavy-lift derrick, the world's largest crane.

Unit 2 is towards the bottom of the screen, and

Unit 3 is toward the top of the screen.

See, I touched it and it didn't advance.

21 [Laughter]

22 What you can see here is — I know this was May

23

25

2014 because that's when we set the CA20 module,

and you can see the rigging is still attached to

that CA20 module. So this large rectangle here
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[indicating], which forms a large porti on of the

auxiliary building, is module CA20.

We talk a lot about structural modules on this

project. There are six big structural modules.

CA20 is one of those. The others are CA01 through

-05, and we'l look at those a little bit later.
So, CA20 is here, outsi de of the contai nment

vessel, and it forms most of the auxiliary

building. And the circle you can see in the center

here [indicating], that is the lower bowl of the

containment vessel. The containment vessel is a

big steel can; it's about fy4-inch steel, and all

the nuclear components go inside of that

containment vessel. So the rest of the structural

modules we talk about go inside of that containment

vessel.

The turbfne building for Unit 2 is here

[1 ndi cating] . This is — we call this module here

CR10. This is CR10 [indicatfng]; it's just a

cradle for the lower bowl, so the lower bowl si ts

in that. The area where we'e fabricatfng the

containment vessel, in modular format, 1s the area

that ' up here [indicating], and what you see here

are a number of ring sections and the lower bowl

which will form Unit 3. That's this one here
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[indicating] .

So this is what we would call the tabletop for

the units. That's where most of the work

activities are taki ng place. The constructi on si te

overall is much, much bigger than this.
[Reference: Hearing Exhibit 4/SAB-1 Page 2]

Let me get my clicker [indicating]. Fast-

forward to tiarch of 2015 — we don't take aerial

pictures all that often, but we have to take them

when we can get them — we can see evident here are

the cooling towers. What you see are three of the

four cooling towers here [indicating] . Two of them

here are structurally complete. The third one here

[indicating] is actually now structurally complete,

and we'e probably 25 percent complete with the one

that's just a base in the ground in this picture.

The module assembly building, where we do the

fabrication of the modules when we get submodules

in from Lake Charles and other places, is labled

here [indicating] as NAB. And you can see that in

the Unit 3 excavation, we'e now placed the lower

bowl [indicating] — we'e now placed the lower bowl

for the containment vessel.

And if you go over to the Unit 2 side, we'e

placed the first ring section on top of the lower
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bowl there that's next to CA20. And we'e actually

moved the second ring section adjacent to the

excavation. It's ready to go, but I need to set a

very large module called CA01 inside the

containment vessel, because the crane — big as it
is — doesn't have the clearance to lift over two

ring sections of a module that's almost 100 feet

tall 

. So we 'e waiting on that one . You can see

that the other ring sections up here, CB/II Services

is completing those . They 'e essentially complete

with the ring sections, and they'e actually

started on the top dome section for that.
The heavy-lift derrick is labeled in the

middle, and you can just see the switchyard.

That ' the Unit 2/3 swi tchyard, completely separate

and independent from the Unit 1 swi tchyard, evident

up here in the top [indicating]. You just see the

turbine building for Unit 2 and some modules that

are bei ng assembled for the turbine building

superstructure for Unit 3.

[Reference: Hearing Exhibit 4/SAB-1 Page 3]

This 1s just to show you that we'e having

some struggles with parking facilities. We'e had

to run new parking lots. As you get more and more

employees — we'e got about 3500 contract employees
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working here. In addition to that, we'e got

probably 560 to 580 SCE&G employees — all of whom,

by definition, are South Carolina resi dents — who

are also working on the project: some of them down

here [i nd1cati ng] on the tabletop, and some of them

[indicating] up in our administration building.
And you can see some shield building panels-

and we'l talk about the shield building later.
We'e just staging them at the corner of this

parking lot [indicating] .

[Reference: Hear1ng Exhibit 4/SAB-1 Page 4]

These are the big six structural modules,

absent CA20, so these are the structural modules

that go inside of the conta1nment vessel. So these

are CA01 through CA05, and you can see in the

center basically how they fit together inside of

that containment vessel.

[Reference: Hearing Exhibit 4/SAB-1 Page 5]

Because of some problems we'e had with the

Lake Charles facility, the contractor — the

consortium — has agreed to descope that facility,
and they'e moved the fabrication of some of these

submodules to other places. This is just a

representati on of where they'e moving from Lake

Charles. Some went to a facility called SMCI in
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Orlando; some are at Newport News Industrial in

Newport News, Virginia; some to Oregon Iron Works,

in Oregon; and some to Toshiba and IHI in Japan.

So the submodules are moving out to other places.

[Reference: Hearing Exhibit 4/SAB-1 Page 6]

This is an example of the first submodule.

The top is just the rigging; the submodul e is

actually down here [indicat1ng]. This 1s one of

the submodules for CA01 for the trailing uni t, Unit

3, that was built at the Toshi ba facility, and thi s

is at the port in Yokohama, coming over here. This

is actually on site now.

[Reference: Hear1ng Exhibit 4/SAB-1 Page 7]

This is another of those modules. This is

module CA05. It is inside of the containment

vessel now, so this has been set. You can see the

containment vessel walls up here [1ndi cating], wi th

penetrati ons going through . Those holes are

penetrati ons for piping and conduit that would go

through the containment vessel.

[Reference: Hear1ng Exhibit 4/SAB-1 Page 8]

This is module CA02. CA02 forms a tank of

water and containment along with -03, and it has a

couple of openings for a passi ve resi dual heat-

remover heat exchanger to go through, so that'
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what those holes or openi ngs are. This is inside

the module assembly building . Behind it is CA01,

but we'l take a closer look at that in just a

second.

[Reference: Hearing Exhibit 4/SAB-1 Page 9]

This is the CA01 module. You can see that we

have to take the end off the module assembly

bui 1 di ng to get it out . We did the same thing for

the CA20 module when we removed it. You can see

this is about 90 foot wide, 95 foot deep, and

almost 100 foot tall. It sits on a platform we

call a platen. When we take it out, we'l move

transporters underneath; we'l jack it up. We'l

bri ng the platform and the module outside, and when

we left it with the heavy-lift derrick, the

platform will stay in place. We'l take the

platform back 1n and start on the second unit. So

this is the wall coming off, and you can see some

of the structural steel is still attached to the

20 wall.

21

22

23

24

25

[Reference: Hearing Exhibit 4/SAB-1 Page 10]

This is the postcard photograph with all the

steel off, the ends off the module assembly

bui 1 di ng . And the module that ' in here i s CA01,

and CA01 is really all of this [indicating] ready
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to come out.

[Reference: Hearing Exhibit 4/SAB-1 Page 11]

This is it coming out. You see two of the six

transporters used underneath. You can see the

platform, which is raised off the ground now.

[Reference: Hearing Exh1bit 4/SAB-1 Page 12]

And now we'e made a turn with those

transporters and we'e going down alongside the

module assembly building towards the crane that
will eventually p1ck up this supermodule.

[Reference: Hearing Exhibit 4/SAB-1 Page 13]

This is the nuclear island for Unit 2. What

you notice here is we have a lot of work going on

on CA20, which is the big rectangle in the middle .

The auxiliary building walls are starting to come

up around that CA20 module, and we'e waterproofing
and then backfilling as we go. And you can see the

containment vessel, the first ring section, behind

it. The big openings there are for either
personnel or equi pment, so we'e got two equipment

hatches and two personnel hatches.

[Reference: Hearing Exhibit 4/SAB-1 Page 14]

This is just a view from the top of the

turbine buildings where we'e working on top there.
I'l show you some more of that in just a second.
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[Reference: Hearing Exhibit 4/SAB-1 Page 15]

This is the turbine building. You can see 1n

the front there, there's a lot of structural steel.
We actually have GPS locators on all of that

structural steel, so that we don't have to go

searching for thi ngs; we know where they are.

And if we zoom in a little bit on the turbine

building [indicating], what you can see are some

feedwater heaters that have already been installed

inside the condensers. The turbine building is

coming along pretty well.

[Reference: Hearing Exh1bit 4/SAB-1 Page 16]

Before we set the actual turbine and generator

1tself — we'l put those on a pedestal — we have to

pour that pedestal. It's about 10-foot-thick

concrete, and this is the area where the pedestal

will be poured.

[Reference: Hearing Exhibit 4/SAB-1 Page 17]

To get power out of the units, we need

transformers to step the power up to 230,000 volts.

So instead of a single three-phase transformer,

we'e going to use three single-phase transformers,

and that's these transformers up at the top, plus a

spare. We'l have an installed spare.

And the bottom is an on-site, we call it a
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switchyard. It's where all the transformers are

going to go, and they go on pads and they'e
separated by thick concrete walls such that, if you

have a failure on one, it doesn't impact the next

one . All of these mai n transformer components wi 1 1

go there, plus some auxiliary transformers for the

units. There are about eight bays there.

[Reference: Hearing Exhibit 4/SAB-1 Page 1B]

Shield building. The shield bu11ding is

protection for the containment vessel and all the

components i nsi de . It accounts for ai rcraft
impact. It is steel, concrete, steel; it's a

composite. It's made at Newport News Industries.

Originally it was going to be made at CBKI/ Lake

Charles, but now made at Newport News Industrial,

in Virginia. It comes in panels. Panels will be

stacked, welded, and eventually filled with

concrete once they'e in place around the

containment vessel. So you have the containment

vessel, about a four-foot annular gap, and then

thi s shield building.

The first section of rings is short; it'
about three foot tall. And that's what you can see

here [indicating], and they'e actually testing the

f1t-up. You can see we'e probably got about six
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or seven rings to get — six or seven panels here,

to start to form a ring section on a pad, that

we'e just fitting up.

[Reference: Hearing Exhibit 4/SAB-1 Page 19]
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Left-hand s1de agai n, here, is the

transitional section, the short pieces, and you can

see there's a lot of supports that go in between

there. And then these panels here [indicating] are

taller ones. The other panels, the ones that stack

on top, are either eight foot or ten foot tall, and

we have 167 of those per unit.

[Reference: Hearing Exhibit 4/SAB-1 Page 20]

This is from about a week ago. We are lifting
the first of those transition sections, so the one

on the left, this is the transition section in the

air here [indicating], and we'e actually placed it
on its concrete pedestal next to the containment

vessel there [indicating] . So we are starting to

place the shield building structure. We placed six

of these last week.

[Reference: Hearing Exhibit 4/SAB-1 Page 21]

This is the containment vessel, just so you

get just a reminder. I think you'e probably seen

this picture before. But it's built in modular

format, so there's a bottom head, which has been
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placed for both units, three ring sections, and

then a top closure head. And this [indicating] is
that top closure head for Unit 2 being assembled at

the site.
[Reference: Hearing Exh1bit 4/SAB-1 Page 23]

CA04, that's — the reactor actually will go

inside of CA04, so this is placing CAO4 i nsi de the

containment vessel lower bowl, for Unit 3

[Reference: Hearing Exhibit 4/SAB-1 Page 24]

The Unit 3 turbi ne building. On the top we

see the basemat being poured. We'e completed

pouring thi s basemat for the turbi ne building.
On the right-hand side, the structural steel,

you see here there's actually three pieces of

structural steel here [indicating] . Those are

erected in modular format outside the excavati on;

they get lifted with the heavy-lift derrick and

placed on the turbine building basemat.

We make steam to turn the turbine; when you

want to condense that steam back to water, you need

a condenser. We have three condenser sections that

are on the bottom left-hand side. So these are the

top portions of the condensers, agai n bei ng built
as modules and will be placed eventually later.

[Reference: Hearing Exhibit 4/SAB-1 Page 25]
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Not everything is a structural module. We do

have some mechanical
modules 

. This is an example

of one of those. This work was actually supposed

to be done at a site in Texas, I believe it is. We

moved it to the site to finish it. So we'e doing

it in a tent on site, and this is an ion exchange

module that has now been placed in the auxiliary

building already.

[Reference: Hearing Exh1b1t 4/SAB-1 Page 26]

Major components, I said that most of them are

on si te. This is just a representation. The blue

is Unit 2; green is Unit 3. You can see that we'e

already received the majority of the components for

Unit 2, and a good many of the components for Unit

3. We'e nearing completion on these. So one of

the concerns we had was manufacturing happeni ng all

over the world, and that has not worked out to be

as big a problem as the modules have been.

[Reference: Hearing Exhibit 4/SAB-1 Page 27]

This is an example of one of those components.

This is a steam generator from Doosan, in South

Korea. This i s at the Port of Charleston.

[Reference: Hearing Exhibit 4/SAB-1 Page 26]

This is the steam generator that was railed to

the si te, and it is being offloaded from the rail
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car using the heavy-lift derr1ck.

[Reference: Hearing Exhibit 4/SAB-1 Page 29]

This is the reactor vessel for Unit 3. You'l

note the Ravenel Bridge in the background, so this
is the Port of Charleston again. And it was railed

to the site and is stored at the site now.

[Reference: Hearing Exhibit 4/SAB-1 Page 30]

Some other components that have been coming in

from all over the place: We'e got the stator for

the generator, top left; low-pressure turbine

rotors, top right. The sets of tanks on the bottom

of this slide are all associated with the passive

containment cooling systems, and those tanks came

from Hangi arotti, in Italy.
[Reference: Hear1ng Exhibit 4/SAB-1 Page 31]

Other components — some secondary site
components like auxiliary boiler feed pumps,

condensate poli shers, and then the integrated head

package really makes the head — the reactor vessel

head — sort of a quick disconnect, so we can lift
all the components off together as opposed to

disassembling them.

[Reference: Hearing Exhibit 4/SAB-1 Page 32]

This is a pressuri zer, and this is stored on

site in a tent. So tents are another area we have
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a disagreement with the consortium over who needs

to pay for them. This is an example of them

staging something inside a tent on

site 

.

[Reference: Hearing Exhibit 4/SAB-1 Page 33]

And our most difficult logistical transport

was the deaerator. We have one of these per unit.

This is di ffi cult because it ' about 140 feet long,

so too long to ship by rail. About 300 tons. So

we had to ship i t on a specially desi gned trai 1 er;

it had a pushing truck, a pulling truck, and a

spare truck. This is it going through Camden. It

was a photographer's dream. We had a lot of people

that came out, and it was almost like a parade

[Reference: Hearing Exhibit 4/SAB-1 Page 34]

Simulator. We have two simulators for the

units, one for Unit 2 and one for Unit 3. Those

simulators have been up and running for about a

year . They 'e runni ng scenari os on the s1 mul ators;

we are trai ni ng operators on the simulators.

[Reference: Hear1ng Exhibit 4/SAB-1 Page 35]

Transmission . We 'e not aski ng for any

updates on transmi ssi on during this hearing. The

transmission ls going very well.

[Reference: Hearing Exhibit 4/SAB-1 Page 36]

Water treatment facility. We will supply all
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three units, eventually, with one water treatment

facility. This is on our property on Lake

Honticello, so we'e going to take water and purify

it from Lake Honti cello and provi de dri nki ng water

and demineralized water for the uni ts.
[Reference: Hearing Exhibit 4/SAB-1 Page 371

We mentioned Sanmen earlier. This is the

Sanmen site. Unit i is in the foreground, Unit 2

i n the background. You can see that this plant is
— physically looks complete, so it is truly neari ng

completion. They'e doi ng hydrostatic testi ng and

primary and secondary system flushes now. We

anticipate that this unit will be on-line somewhere

near the end of 2016. So they are and have been

about two and a half years ahead of us

And that concludes the update.

17

18

19

20

21

22

23 [PURSUANl TO PREVIOUS INSTRUCTION, lHE

24 PREFILED DIRECT TESTIMONY OF STEPHEN A.

25 BYRNE FOLLOWS AT PGS 237-263]
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1 DIRECT TESTIMONY OF

2 STEPHEN A. BYRNE

ON BEHALF OF

4 SOUTH CAROLINA ELECTRIC & GAS COMPANY

5 DOCKET NO. 2015-103-E

6 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND

7 POSITION.

8 A. My name is Stephen A. Byrne and my business address is 220

9 Operation Way, Cayce, South Carolina. I am President for Generation and

10 Transmission of South Carolina Electric & Gas Company ("SCE&G" or the

11 "Company").

12 Q. DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

13 BUSINESS EXPERIENCE.

14 A.

15

16

17

19

20

21

22

I have a Chemical Engineering degree trom Wayne State University.

After graduation, I started my nuclear career working for the Toledo Edison

Company at the Davis-Besse Nuclear Plant. I was granted a Senior Reactor

Operator License by the Nuclear Regulatory Commission ("NRC") in 1987.

From 1984 to 1995, I held the positions of Shift Technical Advisor, Control

Room Supervisor, Shift Manager, Electrical Maintenance Superintendent,

Instrument and Controls Maintenance Superintendent, and Operations

Manager. I began working for SCE&G in 1995 as the Plant Manager at the

V.C. Summer plant. Thereafter, I was promoted to Vice President and
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1 Chief Nuclear Officer. In 2004, I was promoted to the position of Senior

2 Vice President for Generation, Nuclear and Fossil Hydro. I was promoted

3 to the position of Executive Vice President for Generation in 2008 and to

4 Executive Vice President for Generation and Transmission in early 2011. I

5 was promoted to President for Generation and Transmission and Chief

6 Operating Officer of SCE&G in 2012.

7 Q. WHAT ARE YOUR DUTIES WITH SCK&G?

8 A. As President of Generation and Transmission and Chief Operating

9 Officer for SCE&G, I am in charge of overseeing the generation and

10 transmission of electricity for the Company. I also oversee all nuclear

ll operations. Included in my area of responsibility is the New Nuclear

12 Deployment ("NND") project in which Westinghouse Electric Company,

13 LLC ("WEC") and Chicago Bridge & Iron ("CB&P') (collectively

14 "WEC/CB&P') are constructing two Westinghouse AP1000 nuclear

15 generating units in Jenkinsville, South Carolina, (the "Units") that are

16 jointly owned by SCE&G and South Carolina Public Service Authority

17 ("Santee Cooper").

18 Q. HAVE YOU EVER TESTIFIED BEFORE THIS COMMISSION?

19 A. Yes. I have testified before the Public Service Commission of South

20 Carolina (the "Commission") in several past proceedings.

21 Q. WHAT IS THK PURPOSE OF YOUR TESTIMONY?
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1 A. The purpose of my testimony is to discuss the current status of

2 construction of the new nuclear Units; the new construction schedule

3 proposed here which is based on the revised, fully-integrated construction

4 schedule provided to SCE&G by WEC/CB&I in the third quarter of 2014

5 (the "Revised, Fully-Integrated Construction Schedule"); the changes in

6 commercial operations dates for the Units; the updates in cost forecasts;

7 and the operational, contractual and other matters related to the updates to

8 the cost and construction schedules proposed in this proceeding. This

9 testimony is also submitted in satisfaction of the requirement imposed by

10 the Commission in Order 2009-104(A) that the Company provides annual

11 status reports concerning its progress in constructing the Units.

12 PROJECT UPDATE

13 Q. PLEASE PROVIDE AN OVERVIEW OF THE PROJECT STATUS.

14 A. Concerning current status, the project is passing through an

15

16

17

18

19

20

21

22

important time of transition related to the risks and challenges that will

define our efforts going forward. When we began the project, the most

important risks were related to first-of-a-kind nuclear construction

activities. This project is one of two new nuclear construction projects to

be initiated in the United States since the 1970s. It is being licensed by the

NRC under an entirely new regulatory Iramework contained in 10 C.F.R.

Part 52. In the early stages of the project, you would have expected risks to

reflect that first-of-a-kind nature of the undertaking.
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Today, we still face substantial risks and challenges in completing

2 the project. But many of the uncertainties related to first-of-a-kind

3 activities have been resolved or substantially mitigated. While

4 unanticipated problems are always possible, the challenge of completing

5 the Units is now shifting away &om first-of-a-kind activities where major

6 new design, performance, fabrication or regulatory challenges predominate.

7 Today, execution risks related to construction, fabrication and acceptance

8 testing are at the fore&ont. These tasks pose important challenges, and the

9 challenges are commensurate in scale and complexity with the scale and

10 complexity of this project. But qualitatively, these challenges are not that

11 different &om the challenges encountered in other major generation

12 projects. It is a sign of the progression of the project that execution risks

13 related to construction, fabrication and testing risks increasingly define the

14 project rather than the first-of-a-kind nuclear project risks. Reaching this

15 point represents an important milestone in our progress toward completion.

16 Q. COULD YOU PLEASE ELABORATE ON THE PROJECT'S RISKS

17 AND CHALLENGES AS THEY CURRENTLY STAND?

18 A. Much of the change in the risk profile of the project has to do with

19

20

21

22

the major risk factors that are being wholly or partially mitigated. For

example, in the 2008 BLRA Combined Application, we identified 19 major

permits, certifications or categories of permits that were required to

construct the Units. See Combined Application in Docket No. 2008-196-E
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1 at Exhibit I, Chart B. Eighteen of the 19 have now been issued and one was

2 determined not to be needed. Receipt of these permits represents the

3 successful resolution of a major risk factor for this project.

4 Q. COULD YOU OUTLINE SOME OF THE KEY LICENSES,

5 PERMITS AND CERTIFICATIONS THAT THE PROJECT HAS

6 RECEIVED TO DATE?

7 A. Yes. We have now received:

1. The Combined Operating Licenses ("COLs") for the two Units

9 that were issued by the NRC under 10 C.F.R. Part 52;

10 2. Amendments to the Design Control Documents ("DCDs") for

11 the AP1000 Units through DCD Revision 19 that were approved by the

NRC to incorporate design enhancements to the Units;

13

14

15

16

17

19

20

21

3. A Clean Water Act Section 404 permit that was issued by the

Army Corps of Engineers related to work in on-site wetlands;

4. Several permits associated with use of Lake Monticello as a

source of cooling water and potable water for the project that were issued

by the Federal Energy Regulatory Commission ("FERC");

5. A Clean Water Act Section 401 Water Quality Certification and

an Environmental Impact Statement issued under the National

Environmental Policy Act ("NEPA") for the project, including associated

transmission projects, to support other federal permits;
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6. Multiple construction and storm-water permits that were issued

2 by the South Carolina Department of Health and Environmental Control

3 ("DHEC");

7. Several National Pollutant Discharge Elimination System

5 ("NPDES") permits associated with the on-site waste water treatment plant

6 and discharge of blow-down water fi.om the Units'ooling system that

7 were issued by DHEC; and

8. Certificates under the Utility Facility Siting and Environmental

9 Protection Act that were issued by this Commission for the construction of

10 305 circuit miles of new or reconfigured 230 kV transmission lines to

11 deliver power from the project to our customers.

12 Q. WHAT OTHER RISK FACTORS HAVE BEEN REDUCED OR

13 AMELIORATED?

14 A.

15

16

17

19

20

21

22

Let me review where we stand on several of the key risk factors

including those that were identified when we came before the Commission

in 2008 in the first BLRA proceeding.

1. Financial Risk. In 2008, we identified a key risk factor for

the project to be uncertainties as to whether financial markets would

support SCE&G in raising the capital needed to support construction. As

Mr. Marsh's testimony demonstrates, SCE&G has successfully met this

challenge thus far. The financial markets have developed confidence in the

BLRA largely because ORS and the Commission have applied that statute
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10

11

( 12

13

14

15

16
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18

19

20
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22
23
24

in a fair and consistent way. Because of that confidence, to date markets

have been comfortable providing capital to the project on reasonable terms,

even in times of generally unfavorable market conditions. However, as

Kevin Marsh indicates, our May 2015 bond issuance indicates that markets

appear to be more concerned about regulatory risk than they have been in

the past. Nonetheless, we believe that if regulatory conditions remain

stable and consistent, financial markets will continue to support the project

through to completion,

2. Major Equipment. The design and fabrication of major

equipment for the AP1000 Units was an important risk factor for the project

when we began. As we stated in 2008:

Quality controls and manufacturing standards for components for
nuclear plants are very stringent and the processes involved may
place unique demands on component manufacturers. It is
possible that manufacturers of unique components (e.g., steam
generators and pump assemblies or other large components or
modules used in the Units) and manufacturers of other sensitive
components may encounter problems with their manufacturing
processes or in meeting quality control standards. Many of the
very largest components and forging used in the Units can only
be produced at a limited number of foundries or other facilities
worldwide. Any difficulties that these foundries or other
facilities encounter in meeting fabrication schedules or quality
standards may cause schedule or price issues for the Units.

25

26

27

28

Combined Application in Docket No. 2008-196-E at Exhibit I, page 7.

The first-of-a-kind risks associated with major equipment fabrication

have now largely been mitigated. All of the major equipment for an

AP1000 unit has been fabricated at least once and in some cases two or
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more times. More than a third of the major equipment for Unit 3, or five

out of the thirteen components, have arrived on site. All of the major

equipment for Unit 2 has been received on site except three of the thirteen

components. In this regard,

a. The Passive Residual Heat Removal Heat Exchanger

("PRHR") while fabricated has been returned to Italy for installation

of a Supplemental Restraint Bar to improve its performance and

durability.

b. As o fMay 2015, the Reactor Coolant Pumps ("RCPs")

for the AP1000 were successfully undergoing engineering and

endurance testing with redesigned bearings. Previous endurance

tests indicated a potential problem with the performance of the

RCPs'earings.

c. Squib Valves are important parts of the passive safety

features of the AP1000 Units. Prior performance testing of the Squib

Valves had shown problems with certain seals. Those seals have

been redesigned and as of May 2015 the redesigned valves were

undergoing testing and performing satisfactorily.

3. Shipping. The construction of the Units is supported by a

global supply chain. Several ultra-large and ultra-heavy components of the

Units are fabricated in Asia and Europe. In 2008, we identified important

risks related to shipping these components safely and without delay to the
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10

site. To date, there have been no disruptions or losses due to shipping. The

Deaerators, which were approximately 148 feet in length and weighed in

excess of 300 tons, have been successfully delivered to the site. Delivery

of this equipment was the project's most difficult and complex shipping

challenge and was met without loss or delay, or any disruption to the

construction plan. The Deaerators were shipped by sea to the Port of

Charleston and then by barge to a Santee Cooper dock facility on Lake

Marion. From there they were taken on special trailers to the site.

4. Design Finalization. Design finalization has been an

important risk factor for the project since its inception. As we stated in

2008,

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Under the current NRC licensing approach, there is engineering
work related to the Units that will not be completed until after the
COL is issued. Any engineering or design changes that arise out of
that work, or the engineering or design changes required to address
problems that arise once construction is underway, are potential risks
which could impact cost schedules and construction schedules for
the Units.

Combined Application in Docket No. 2008-196-E at Exhibit I, page 6,

The most challenging aspect of design finalization of the AP1000

Units is finalization of the Nuclear Island ("NT'). The NI includes the

Shiel'd Building and containment vessel which house the reactor, steam-

generators, refueling equipment and passive safety components of the

Units, and the Auxiliary Building, which houses other nuclear components

of the plant. Design delay and design changes related to the NI have been a
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major source of delay in the project to date and have contributed to delay in

submodule production. As of May 2015, design finalization for the NI was

approaching completion, indicating that risks associated with this aspect of

the project are being mitigated.

A related development that has reduced risks due to design

finalization has been the NRC's successful implementation of the

Preliminary Amendment Request ("PAR") process. The License

Amendment Request ("LAR") process, which has been in place for some

time, allows SCE&G to obtain license amendments when needed to address

changes in design documents. These changes arise Rom finalization of

design, constructability issues identified in the field, and similar matters,

Processing a certain number of LARs is a necessary and expected part of a

construction project involving an NRC licensed facility.

The PAR process was developed less than five years ago to support

new nuclear construction. A PAR requires the NRC staff to issue a "notice

of no objection" and allows construction work to proceed at the applicant's

risk pending issuance of a LAR. We have used the PAR process in several

cases to mitigate potential delay in the project. The NRC's successful

implementation of the PAR process has been very helpful in mitigating

design finalization risk.

5. Hiring, Training and Retention of Operating Staff.

Another very important risk factor that has been highlighted since the

10
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10

beginning of the project was the possible "[i]nability [of SCE&G] to hire

sufficient qualified people to operate the plants." See Combined

Application, Docket No. 2008-196-E, at Exhibit J, Chart A. Without a

sufficient team of licensed operators and other staff to operate the Units,

initial fuel load would be prohibited and the project would come to a'halt.

To support initial fuel load, the team must be large enough to staff all

necessary positions at the Units around the clock seven days a week with

provisions for training and development time and personal and sick leave.

Each Unit requires no less than three Senior Reactor Operators ("SROs")

and two Reactor Operators ("ROs") to be on duty at all times. Training as a

licensed reactor operator takes between 3-7 years depending on the level of

13

14

15

16

17

18

19

20

21

22

nuclear experience that the candidate brings to the job. Because the

AP1000 is a new design, there is no pool of trained and licensed AP1000

reactor operators and other personnel potentially available to fill gaps in

SCE&G's ranks.

As the Commission is aware trom past proceedings, SCE&G's

concerns about this staffing issue grew as the project progressed and

concerns about the difficulty in finding qualified candidates for training as

reactor operators and other skilled positions came into focus. With support

fiom the Commission and ORS, SCE&G redoubled its efforts and

expanded its hiring targets to allow for greater rates of attrition. See Order

2012-884 at pp. 47-48. We currently have a group of 60 well-qualified
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licensed reactor operator candidates in training and a similarly sufficient

number of candidates in training for other technical positions. Training is

proceeding well and to date retention has been good. As things stand

today, the risk factor related to hiring the staff for the Units when

constructed has largely been mitigated. As described below, risk factors

remain related to completing the licensing of our staff and maintaining our

current retention rates,

10

12

13

15

16

17

19

20

21

6. Hiring, Training and Retention of Construction Labor.

Another significant risk factor which was recognized when the project

began is that WEC/CB8ci might potentially be unable to recruit, train and

retain a sufficient work force to support construction activities on-site. As

we reported to the Commission in 2008, "staffing risks for the Units

include both the possible shortage of required workers, which could impact

both schedule and cost, and the risk that bidding for the available work

force will raise labor costs to levels higher than anticipated." Combined

Application in Docket No. 2008-196-E at Exhibit I, page 9. A construction

work force of approximately 3,500 WEC/CB&I and subcontractor

personnel have been recruited, hired and trained and is working on site. To

date, the contractors have been able to staff the project, but we continue to

monitor the effect of an improving economy, and increasing labor demand

on their ability to do so.

12
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7. Site Conditions. Every construction site has the potential to

conceal soil, rock, hydrological or other conditions that can impede or halt

construction. Discovering and dealing with those conditions is an

important part of the initial stage of any construction project. The

construction project for the Units is now past this site discovery stage,

Excavation, grading, mapping o f subsurface rock, and other site preparation

work are complete for the nuclear Units. The most significant issue that

came to light in this work was related to a depression in the bedrock

underlying Unit 2. It was resolved with the installation of concrete fill. As

we stand today, site discovery risk has largely been resolved.

8. Transmission. The design, routing and permitting of

transmission facilities was another important risk factor in the early stages

of the project. As the Commission is aware, the sitingplan and schedule for

constructing the transmission assets required to support the Units was

disrupted when the Corps of Engineers, at the insistence of the

Environmental Protection Agency, decided to change its position related to

the acceptability of assessing potential transmission-related environmental

impacts based on a macro-corridor approach. See Order No. 2012-884 at

19 40-41.

20

21

22

In response to this challenge, SCEkG accelerated the siting of

transmission by placing all but approximately 6 miles of transmission lines

in or adjacent to existing rights of way. As of May 2015, all necessary

13
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transmission lines and off-site substations have now been sited and either

are completed or are under construction. In addition, the new Unit 2 & 3

switchyard located on the site has been completed and energized. At

present, transmission related risk factors are largely resolved.

9. Fukushlma — In 2008, SCE&G disclosed that

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

events that are hypothetical and difficult to predict
could result in a change in the current level ofpolitical,
legislative, regulatory and public support for nuclear
generation in particular or for the Units specifically.
Such a change could in turn result in additional costs,
delays, and difficulty in receiving permits, licenses or
approvals for the Units and could possibly place the
cost and schedules of the Units in jeopardy. While
such events are difficult to predict or envision, any
event that casts doubt on the continued safety and
reliability of nuclear power... could result in such a
reversal.

Combined Application, Docket No. 2008-196-E, at Exhibit J, pp.5-6.

On March 11, 2011, a 9.0 magnitude earthquake occurred off the

eastern coast of Japan. The epicenter of the earthquake was 112 miles &om

Tokyo Electric Power Company's Fukushima Daiichi Nuclear Power

Station. The earthquake was the largest Japan has ever experienced and

caused all of the operating units at the Fukushima Daiichi Nuclear Power

Station (Fukushima Units I, 2, and 3) to automatically scram on seismic

reactor protection system trips.

After the earthquake, the first of a series of seven tsunamis arrived at

the site. The maximum tsunami height that impacted the site was estimated

14
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to be 46 to 49 feet. This exceeded the design basis tsunami height and

inundated the area surrounding Fukushima Units 1-4 to a depth of 13 to 16

feet above grade, causing extensive damage to site buildings and flooding

of the turbine and reactor buildings. Despite their best efforts, the operators

lost the ability to cool the Fukushima Units resulting in damage to the

nuclear fuel shortly afler the loss of cooling capabilities.

The Fukushima event was the realization of the sort ofmajor disaster

risk that was disclosed in 2008. Fukushima could easily have soured public

10

13

14

15

16

17

18

19
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22

support for nuclear power, delaying and complicating SCE&G's ability to

complete the Units.

However, the feared reaction did not occur. President Obama

quickly went to the public. He committed his administration, through the

NRC, to conduct a comprehensive review of the safety of U.S. nuclear units

in light of the disaster. He promised that lessons learned would be

identified and applied. Through President Obama's leadership the United

States avoided a "knee-jerk" reaction to halt nuclear construction or to close

nuclear plants as some proposed.

The location and seismic profile of the Jenkinsville site and the more

modem design standards and passive safety features of the AP1000 unit

make a disaster on the scale of Fukushima extremely remote for SCE&G's

project. Nonetheless, the NRC's review of the Fukushima event has

resulted in important improvements in the resources, procedures and safety

15
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plans for U.S. nuclear reactors. Some of the increased costs experienced in

this project since 2011 are a direct result of the application of lessons

learned thmugh Fukushima. However, the feared result from such an

event, a wholesale loss of public, political and regulatory support for

nuclear power, never materialized. This risk factor was triggered but

overcome.

10
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10. Summary. Risks will remain as to all of these items. They

will not disappear until construction of the Units or the applicable

components of them are complete and they have been inspected, tested and

placed into service. Nonetheless, the nature and extent of risks associated

with these items has been greatly mitigated by the progress made on the

project to date.

In this regard, one important fact reducing risks is that construction

of the first AP1000 reactor at the Sanmen site in China is largely complete

physically. That reactor is undergoing flushing and purging in preparation

for hydrostatic testing. SCE&G continues to benefit fiom lessons learned in

the Chinese construction project. In fact, Westinghouse personnel

participating in the startup of the Chinese reactors are scheduled to

participate in the start-up of our Units. The risk profile of our project has

changed significantly since the project began. Startup of the Chinese unit

will provide an important opportunity to identify any yet undisclosed risks.

In the United States, TVA is also approaching the completion of the

16
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Watts Bar 2 nuclear plant in Tennessee. Construction on Watts Bar Units 1

and 2 began in 1973, Construction on Unit 2 was suspended in 1988 when

it was approximately 80% complete, but was resumed in 2007. Watts Bar

Unit 2 will be the last of the pre-AP1000 Westinghouse units to be

completed. Through cooperation with TVA we have gained valuable

information about the practical issues involved in system turnovers and pre-

operational testing. Several of our start-up engineers plan to assist in

TVA's start-up activities at Watts Bar to gain information in this area.

9 Q. WHAT DO YOU CONSIDER TO BE THE MOST IMPORTANT

10 CHALLENGES THAT THE PROJECT FACES GOING

11 FORWARD?

12 A.

13

14

15

16

17

18

19

20

21

As I indicated earlier, the project seems to be moving past first-of-a-

kind activities and major design, performance or fabrication challenges to

the challenge of executing construction, fabrication and acceptance testing

tasks. I do not mean in any way to minimize the importance of these

remaining challenges, The project continues to be highly complex with

thousands of interdependent tasks and multiple opportunities for problems

and delay, even where contractors and subcontractors use great skill and

care. In my opinion, the major challenges appear today to be as follows:

l. Enforcing the EPC Contract while Maintaining a

Working Relationship with WEC/CB&I. It is a critical necessity for the

17
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project that we effectively enforce the EPC Contract for the benefit of the

customers of SCE&G and Santee Cooper. But eA'ectively managing a

project of this scope and complexity also requires a close working

relationship between the owners and the contractor. This leads to an

important challenge, that of maintaining an effective working relationship

with WEC/CB&I in spite of mounting commercial disputes over the rights

of the parties under the EPC Contract. Striking the proper balance between

these two potentially conflicting requirements is a challenge now and will

be an increasing challenge going forward. Failure in either direction could

be a risk to the project. This effort is complicated by the high level of

turnover in WEC/CB&I project management. The senior on-site project

managers have resigned, or have been replaced several times since the

project bedim. This turnover has made establishing and maintaining

effective working relationships a challenge.

2. Maintaining Financial Community Support Through a

Predictable Regulatory Environment for the Project. As discussed

above, the financial community has demonstrated its willingness to fund

the project even in adverse market conditions. However, this willingness

depends on the continuation of predictable regulatory environment for the

project such as ORS and this Commission have established to date. If the

financial community were to lose its confidence in the predictability of

regulatory treatment for this project, the Company could lose the ability to

18
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raise the funds needed to complete it on reasonable terms, if at all. This is a

very important risk factor for the project going forward.

3. Modules and Submodules. The use of modular construction

for nuclear units was new to the commercial nuclear industry in the United

States with these projects. In 2008, SCE&G identified risks associated with

this production technique as an important risk factor for the project. See

Combined Application in Docket No. 2008-196-E at Exhibit J, p.7.
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[T]he construction of the Units will employ standardized designs and
advanced modular construction processes. The project schedules are
based on efficiency anticipated &om the use of these techniques....
Standardized design and advanced modular construction has not
been used to build a nuclear unit in the United States to date. The
construction process and schedule is subject to the risk that the
benefits Irom standardized designs and advanced modular
construction may not prove to be as great as expected.

See Combined Application in Docket No. 2008-196-E at Exhibit J, p.8.

Experience has shown that to be the case. Delay in production of

modules, submodules and Shield Building panels has been a major source

of delay for the project. This remains a key focus area for concern going

forward.

However, there are indications that problems in this area are

lessening. Three of the six major structural modules for Unit 2 (CA04,

CA05, and CA20) have now been fabricated and set in place. The

fabrication of a fourth (CA01) is physically complete. All submodules for a

fifth (CA02) are on site. Submodules for the sixth module (CA03) are being

19
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received. There are one hundred and sixty-seven (167) Shield Building

cylinder panels for each Unit. As of May 2015, more than sixty-eight (68)

Unit 2 and six (6) Unit 3 Shield Building cylinder panels had been received

on site and initial welding of the first ring of them had begun. However,

module and submodule production remains a major challenge for the

project.

4. Shield Building Air Inlet and Tension Ring. Among the

last items of the NI design to be finalized is the design for the Shield

Building Air Inlet and Tension Ring. These are design features at the top of

the vertical walls of the Shield Building and are the most complicated sets

of Shield Building panels to be fabricated.

Delay in design finalization for these items has resulted in delay in

finalizing their procurement. WEC/CB&I assures SCE&G that these

panels can be fabricated and delivered to site on schedule. Nonetheless,

Shield Building construction is currently a critical path item for the project.

This means that a delay in fabricating the Shield Building Air Inlet or

Tension Ring panels could delay completion of the project. SCE&G is

monitoring this area closely.

5. Productivity Factors. Construction companies like

WEC/CB&I base their construction plans on data they compile indicating

the expected amount of labor required to complete specific construction

tasks. One measure ofproductivity is the ratio between the amount of labor

20
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actually required to perform a particular task, and the amount of labor

anticipated to be required, the so called productivity factor, or PF. Higher

PFs indicate more labor hours were required than expected.

In compiling a construction plan and budget, the design and

engineering documents are reviewed to determine the amount or volume of

commodities that need to be installed. The appropriate expected

productivity labor factor is applied to each item. Doing so determines the

amount of labor required for each scope of work. The amount of labor

which is calculated in this way determines both the cost of construction and

the schedule for construction.

For various reasons, to date WEC/CB&I has not met the overall PF

on which its original cost estimates were based. In preparing the Revised,

Fully-Integrated Construction Schedule, WEC/CB&I forecasted an increase

its PF across the board. (The higher the rate indicates more hours required

for a task). SCE&G has not accepted responsibility to pay for this

increased labor. Unfavorable productivity factors have been a matter of

&ank and direct discussion between the parties, and WEC/CB&I's senior

leadership has recognized the need to improve in this area. In justifying

their confidence in the revised rate on which the current construction

schedule is based, WEC/CB&I points to things like reduced delay in

submodule production, increasing levels of design finalization, and lessons

learned Rom construction of the first AP1000 unit in China. They also

21
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point to the increasing adaptation by the project's work-force to the

requirements of nuclear construction. They further reference the assumption

that productivity for Unit 3 will improve due to the experience gained in

completing similar scopes of work on Unit 2.

SCE&G fully supports WEC/CB&I in its efforts to improve labor

productivity and will continue to monitor WEC/CB&I's performance and

demand improvement. But the possibility that WEC/CB&I will fail to meet

current productivity assumptions for the project represents an important

risk to both the cost forecasts and the construction schedule for the project

6. Testing and Start Up. In 2008, the NRC's implementation

of its new regulatory approach to licensing nuclear units was seen as a

major risk factor for the projects. Previously, the NRC issued a permit to

begin nuclear construction at the beginning of a project. It only issued a

license to operate the unit after construction was complete and

comprehensive post-construction testing was done. Under the new

approach, which is contained in 10 C.RR. Part 52, the NRC now issues a

single license to build and operate a new nuclear unit. This happens at the

start of the construction process. Construction takes place under an active

nuclear operating license with all of the regulatory oversight that this

entails.

21

22

As construction proceeds, and before a new unit is placed in

commercial service, the licensee is required to complete a specified

22
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regimen of Inspections, Tests, Analyses and Acceptance Criteria

("ITAACs"). Successfully completing those ITAACs to the satisfaction of

the NRC demonstrates that a new unit has been built in conformity with the

design documents and the COL and will perform as designed. This ITAAC

process is entirely new to the industry as of the current projects. There are

873 ITAACs that must be completed for each Unit, or 1,746 for the project.

Uncertainties about how ITAACs would be administered was an

important risk factor that SCE&G identified in 2008: "[T]he NRC is still

developing the process for approving the results of ITAAC tests once they

are completed and for resolving disputes or other issues related to the

results of those tests." Combined Application, Docket No. 2008-196-E, at

Exhibit J, page 4. The NRC has now issued regulatory guidance resolving

some of the outstanding issues concerning the review of ITAAC Closure

Notification ("ICN") packages. See Guidance for ITAAC Closure, 80 Fed.

Reg. 265 (January 2, 2015). However, there are still important issues to be

resolved, such as how a hearing will be conducted if ITAAC results are

challenged. Furthermore, the sheer number of ITAACs to be completed

poses a challenge to the schedule for the substantial completion of the

Units.

As of late May 2015, SCE&G has successfully completed 22

ITAAC packages and has submitted 20 ICN packages to the NRC. While

the ITAAC process seems to be working satisfactorily at present,

23
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completing the required ITAAC program on schedule remains an important

risk factor for the project.

7. Failure to Obtain NRC Certification of the Full Scope

Simulator. Plant simulators are computer systems designed to model the

response of a generating plant to changing operating conditions and

operator inputs. They are used for operator training and testing and to

support plant operations, Certification of a simulator by the NRC as a Plant

Reference Simulator ("PRS") allows that simulator to be used to support an

operating nuclear unit and for all training purposes. Successful Integrated

Systems Validation ("ISV") testing is necessary for the NRC to approve a

plant simulator to serve as a PRS.

During the first quarter of 2015, WEC conducted the required ISV

testing on the Unit 2 and 3 plant simulators. As of May 2015, SCE&G and

WEC are evaluating the results. If the NRC accepts ISV testing as

sufficient, the documentation supporting certification of the simulators as

PRS could be completed by the end of 2015.

This approval schedule will not permit certification of the Unit 2 and

3 PRSs in time for them to be used in conducting the integrated operator

simulator exams for the first class of candidates seeking licensing as

Reactor Operators ("ROs") and Senior Reactor Operators ("SROs"). That

exam was scheduled to be offered in May 2015. The schedule also may not

24
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support testing for the second class of candidates. Their exams are

2 scheduled for November 2015.

In response, WEC and SCE&G have requested the NRC to approve

4 the simulators as Commission-Approved Simulators ("CASs") under the

5 process specified in 10 C.RR. 55.46(b). However, it is not clear that the

6 NRC will grant CAS approval. The NRC has also indicated that approval of

7 the simulator as a PRS could be delayed until Instrumentation and Control

8 ("I&C") systems for the Units are installed and ITAAC testing is

9 completed. If the NRC takes this position, and denies CAS certification for

10 the simulator, the training and licensing schedule for ROs and SROs

11 candidates might not support initial fuel load for the Units.

(. I

12 8. Retaining Operating Staff in the Face of Delay. Delay in

13

14

15

16

17

18

19

20

21

22

completing the Units can cause morale problems among the SROs, ROs

and other operating staff that are being trained to operate the Units. These

individuals'pportunities for advancement and job satisfaction are often

related to operating experience. Delaying the start of the Units postpones

the time when operating experience becomes available. A risk factor for the

project at present is that morale problems due to delay could increase

attrition in these areas.

9. Instrumentation and Controls Acceptance Testing. While

several existing nuclear units have been retrofitted with digital

Instrumentation and Control ("I&C") systems, the AP1000 is the first United

25
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1 States reactor to be designed with a site-wide integrated digital I&C system

2 as original equipment. To address testing and commissioning of the new

3 integrated I&C system, WEC has developed a Digital Test Strategy ("DTS")

4 to demonstrate the AP1000 integrated I&C system compliance with design

5 requirements and regulatory commitments. While informal feedback from

6 the NRC has generally been positive, formal acceptance of the DTS by the

7 NRC has not been received. If the NRC does not concur with the DTS and

8 requires that hardware and software testing be delayed until installation is

9 complete, that testing could result in a delay in the scheduled completion of

10 the Units.

CURRENT CONSTRUCTION STATUS

12 Q. DO YOU HAVE PHOTOGRAPHS OR SLIDES THAT

13 ILLUSTRATE THE STATUS OF CONSTRUCTION AND

14 FABRICATION ACTIVITIES RELATED TO THE UNITS?

15 A. Yes. Those slides are attached to my testimony as Exhibit No.

16 (SAB-I). Let me now review those slides with the Commission and the

17 parties.

18 Q. HOW MANY PEOPLE ARE CURRENTLY EMPLOYED AT THE

19

20 A.

21

JENKINSVILLK SITE?

As of March of 2015, of the approximately 3,500 construction

personnel working at the site, 57% were South Carolina residents. An

26
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1 additional approximately 560 SCANA, SCE&G and Santee Cooper

2 employees are working full time on the project.

3 Q. WHAT IS THE PROJECT SAFETY RECORD?

4 A. SCE&G and WEC/CB&I are very proud of the current safety record

5 at the site. As of May 2015, the project has logged over 25 million man

6 hours on the site with only a minimal number of lost time accidents. This is

7 remarkable testimony to the care and professionalism with which all parties

8 are approaching work on these Units with respect to safety.

9 COST CATEGORIES FOR THE PROJECT

10 Q. PLEASE DESCRIBE HOW THE VARIOUS COSTS ASSOCIATED

11 WITH THE UNITS ARE CATEGORIZED.

12 A. In Order No. 2009-104(A), the Commission reviewed and approved

13

14

15

16

17

18

19

20

21

22

SCE&G's estimate of forecasted costs for the Units as shown in nine cost

categories. Seven of these cost categories reflected costs agreed to in the

EPC Contract. Four of those seven involve categories of fixed cost, which

do not change, or firm costs which change only based on specified inflation

indices ("Fixed/Firm Costs"). Two of the seven EPC categories involve

costs where WEC/CB&I operates under established budgetary targets and

SCE&G pays actual costs as incurred ("Target Costs" ). The seventh is

Time and Materials ("T&M") which are costs for allowances requiring pre-

approval by SCE&G for things like start-up support, scaffolding, and

licensing support. The final two cost categories are Transmission costs and

27
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1 Owner's cost. These are activities that SCEAG undertakes directly and are

2 outside of the scope of work of the EPC Contract with WEC/CBAI.

3 ~ Transmission cost includes the cost of the transmission facilities that

SCEAG will build to integrate the Units into its transmission grid. It

does not include the on-site switchyard which is part of the EPC

Contract scope.

7 ~ Owner's cost include the costs of the NND teams and associated

10

12

13

14

15

16

17

18

19

labor costs, and involve such things as site-specific licensing and

permitting of the Units and their construction; regulatory costs such

as NRC fees; insurance, including workers compensation insurance

for all workers on site, builder's risk insurance and transportation

risk insurance; construction oversight and contract administration

costs; the costs of recruiting and training of operating personnel for

the Units; the costs of overseeing the final acceptance testing of the

Units and providing for interim maintenance of components of the

Units as completed; the cost of NND facilities, information

technology systems and equipment to support the project and the

permanent staff of the Units; sales taxes, and other incidental costs

for the site.

20 OWNER'S COST AND THE NND PROJECT

21 Q. WHAT IS THE COMPANY'S PHILOSOPHY CONCERNING THE

22 NND PROJECT?
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1 A. As I have mentioned in past testimony, apart &om ensuring the

2 safety of our public and the people, the Company has no greater priority

3 than getting the deployment of the new nuclear Units right. Senior

4 leadership, including our CEO Mr. Marsh, is directly involved in the

5 management of this project and of escalation of issues to WEC/CB&I on a

6 regular basis.

On the day to day operations level, the Company has put in place a

8 team of people that are capable of interfacing with the NRC, overseeing the

9 work of thousands of on-site contractors and subcontractors, a worldwide

10 supply chain for highly specialized components and equipment, and the

11 transportation and logistics required to bring those components and

12 equipment safely together in Jenkinsville. All this must be done while

13 recruiting and training a permanent stafl'hat can operate and maintain the

14 Units safely and efficiently when they go into service, and that can

15 successfully conduct the acceptance testing that the NRC requires before

16 the Units are put into commercial operation. This effort also requires

17 SCEkG to keep in place a team of people who can ensure that the

18 contractual aspects of the project are prudently managed, that the terms of

19 the EPC Contract are enforced, and that we do all in our power to ensure

20 that costs are controlled.

21 Q. DO YOU TAKE COST CONTROL SERIOUSLY?

29
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1 A. We take cost control very seriously. Senior leadership for the

2 project takes an active role in reviewing budgets, setting up systems, and

3 engaging staff appropriately to ensure that only reasonable, necessary and

4 prudent costs are included in the cost forecasts. As Company Witness

5 Walker testifies in detail, our cost and staffing reviews are thorough and

6 demanding. We will not jeopardize the safety or quality of the project, but

7 by the same token, we will not tolerate unnecessary spending.

8 Q. UNDER THE EPC CONTRACT) WHAT ROLE DOES SCE&G

9 PLAY IN THE LICENSING AND PERMITTING OF THE UNITS?

10 A. Apart fiom the Design Control Document for the AP1000, which

ll WEC as owner of the technology was responsible to obtain, SCE&G is

12 responsible for obtaining the major licenses and permits that are required to

13 construct and operate the Units. SCE&G is responsible for procuring all

14 LARs required by the project. Also, during construction and testing of the

15 Units, SCE&G must ensure that it and its contractors comply with all terms

16 and conditions of these licenses and permits.

17 Q. HOW DOES THE NRC SEE SCE&G'S CURRENT

18 RESPONSIBILITIES AS OWNER AND LICENSE HOLDER?

19 A.

20

21

22

Since March 30, 2012, SCE&G has been managing the project under

active NRC nuclear construction and operation licenses, i.e., COLs, issued

in SCE&G's and Santee Cooper's names. As the NRC is quick to remind

us, the Company is now directly responsible to the NRC for the safety of

30
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1 the Units as constructed and for QA/QC both on-site and in the shops and

2 factories where components are being fabricated worldwide.

3 Q. WHAT IS SCE&G'S PHILOSOPHY ABOUT DEPLOYING THE

4 RESOURCES REQUIRED TO MEET THESE CHALLENGES?

5 A. These Units will serve as a critical component of our generation

6 portfolio for decades. They are expected to serve the needs of our

7 customers for 60 years or more. With those facts in mind, SCE&G is

8 committed to continuously monitoring the needs of the project and to adjust

9 its staffing, training and resource plans whenever it concludes that doing so

10 is necessary to protect the interests of the Company and its customers in

11 this project.

12 Q. WHAT GROUP WITHIN SCE&G IS RESPONSIBLE FOR

13 CARRYING OUT THE TASKS YOU HAVE DESCRIBED?

14 A. The NND teams have direct responsibility for the project. They are

15 supported by resources fiom throughout SCE&G and SCANA. But the

16 primary responsibility for the success of the project rests with the NND

17 teams.

18 Q. HOW HAS SCE&G STRUCTURED THE NND TEAMS?

19 A.

20

21

22

The NND teams are comprised of eight groups which include

Nuclear Licensing, Design Engineering, Organizational Development and

Performance ("OD&P"), Quality Systems, Construction, Business and

Finance, Operational Readiness and Training. Other groups that share

31
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1 resources with Unit 1 are Health Physics, Emergency Planning, Chemistry,

2 and Security Services. In all cases, where resources are shared between

3 units, there are strict accounting rules in place to ensure that each unit bears

4 its full share of cost that benefit it.

In March 2015, the staffing of the NND teams was approximately

6 560 SCANA, SCE&G and Santee Cooper employees. The permanent

7 staffing for the two Units is expected to be approximately 761 individuals

8 (excluding security contractors). Many of the members of the NND teams

9 will transition to permanent operating staff of the Units, although there will

10 be some retirements and other attrition. The structure of the NND teams

11 and the responsibilities of the eight areas that comprise them are discussed

12 in Mr. Jones'estimony and exhibits.

13 Q. WHAT IS THE EXPERIENCE LEVEL OF THE LEADERS OF

14 THESE TEAMS?

15 A. The members of the senior leadership team for the NND effort have

16 an average of more than 35 years of experience in nuclear and major

17 generating plant construction, All told, the seven senior leaders for the

18 NND project represent 252 years of nuclear and major construction

19 experience.

20 Q. WHAT PART OF THE COSTS INCLUDED IN THESE UPDATES

21 ARE OWNER'S COSTS?

32



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
311

of739

269

1 A. As Ms. Walker testifies, updates in Owner's cost forecasts represent

$245 million'f the $698 million that we are presenting here for BLRA

approval. These costs are the reasonable and prudent costs of fulfilling our

responsibilities as the owner of this project.

5 Q. WHAT IS DRIVING THESE OWNER'S COST INCREASES?

6 A.

10

13

14

15

As Mr. Jones and Ms. Walker testify in more detail, the majority of

these Owner's cost increases are a result of the delay in the substantial

completion dates of the Units. This delay will require SCE&G to support

the project and the NND teams for 27 additional months as to Unit 2 and 25

additional months as to Unit 3. These delay related costs represent $214

million, or approximately 87'yo of the increase in Owner's costs. The other

$31 million represents increases in personnel costs, facilities costs, sofiware

and systems costs and other expenses that must be incurred for SCE&G to

meet its obligations as Owner and COL licensee in a reasonable and

prudent way.

16 Q. DO YOU HAVE AN OPINION CONCERNING THE

17

18

19

REASONABLENESS AND PRUDENCE OF THE ADJUSTMENTS

TO THE STAFFING LEVELS AND COST SCHEDULES FOR THE

NND PROJECT THAT THE COMPANY IS PRESENTING HERE?

'nless otherwise specified, all cost figures in this testimony are stated in 2007 dollars and reflect
SCE&G's share of the cost of the Units.

33
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1 A. For the reasons set forth in this testimony, as well as those set forth

2 in Mr. Jones'estimony and Ms. Walker's testimony, it is my opinion that

3 the adjustments in the forecasts of Owner's cost for the NND project are

4 reasonable and prudent costs of the Units. These costs reflect a prudent and

5 valuable investment that the Company is making to protect the interest of

6 its customers in these long-lived assets, as well as those of our partner

7 Santee Cooper, in the project.

8 THE REVISED PROJECT SCHEDULE AND COST SCHEDULE

9 Q. PLEASE PROVIDE THE BACKGROUND FOR THE REVISED

10 PROJECT SCHEDULE THAT IS PRESENTED IN THIS

11 PROCEEDING.

12 A. Beginning in 2010, and consistently thereafter, SCE&G publicized

13

14

15

16

17

19

20

21

its concerns about the inability of the module fabrication facility in Lake

Charles, Louisiana, to produce submodules for the project in a timely-way.

Initially, that Lake Charles facility was operated by Shaw Modular

Solutions ("SMS"), a subsidiary of the Shaw Group, which was WEC's

original partner in the construction consortium. As the Company has

testified in past proceedings, and has been reported to ORS and the

Commission regularly over this period, the Company, along with Southern

Company, the other AP1000 owner, worked diligently to convince WEC

and Shaw to make required changes.

34
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In March 2012, SCE&G placed a permanent on-site inspector at the

SMS facility. An inspector has been on site since. On multiple occasions

during the period 2009-2012, at SCE&G's direction, SMS re-baselined its

initial module fabrication and delivery schedule to account for its rate of

production. But SMS was never able to prepare a schedule that reasonably

reflected the etfect of on-going delay.

In July 2012, CB&I announced its intention to acquire the Shaw

Group. After that sale closed, in February 2013, SCE&G requested that

WEC/CB&I produce a revised construction schedule that included a

realistic and achievable production for submodules I'rom the Lake Charles

facility (now known as CB&I-LC), and a plan for completing the project in

light of the submodule production delay. During this time, SCE&G urged

WEC/CB&I to resolve its submodule production issues, and specifically to

relieve the congestion issues that were impeding progress at its Lake

Charles facility. In response, WEC/CB&I asked SCE&G for space to

relocate certain aspects of submodule production trom Lake Charles to

designated work areas at the Jenkinsville site. This relieved some of the

congestion at the Lake Charles facility and allows work crews to be hired in

South Carolina to supplement those on site in Louisiana. CB&1 also

proposed to diversify it supply chain by outsourcing production of certain

submodules to other fabricators. As a result, important aspects of the

35
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22

submodule fabrication for Units 2 and 3 were assigned to other fabricators,

including Oregon Iron Works in Oregon and IHVToshiba in Japan.

In late May 2013, SCE&G received a revised construction schedule

from WEC/CB&I that sought to take into account the effects of production

delay at the Lake Charles facility. SCE&G challenged important aspects of

this schedule. WEC/CB&I agreed to conduct a thorough review of the

schedule in light of delay to date, and to include is a full review of the

engineering, procurement and construction resources necessary to support

the plan.

In the third quarter of 2014, SCE&G received what WEC/CB&I

termed a Revised, Fully-Integrated, Construction Schedule. Accompanying

the construction schedule data was information related to the revised cost

estimates for completing the project, the Estimated at Completion ("EAC")

costs. SCE&G spent a number of months reviewing the schedule and cost

information with WEC/CB&I and in negotiations with WEC/CB&I

concerning costs and schedule mitigation to accelerate the substantial

completion dates of the Units.

Based on those reviews and negotiations, SCE&G determined in

March of 2015 that the cost and construction schedules as updated by

WEC/CB&I through that time were in fact the anticipated schedules for

completion of the project as envisioned by the BLRA. As Mr. Marsh

testifies, Senior leadership approved those schedules, with updates as to

36
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1 Owner's costs and other cost items, as the basis for the filings presently

2 before the Commission.

The Revised, Fully-Integrated Construction Schedule, is the

4 mitigated construction schedule for the Units as it was revised and finalized

5 during the review process,

6 Q. WHAT DO YOU MEAN BY A MITIGATED CONSTRUCTION

7 SCHEDULE?

8 A, There a number of ways to mitigate a construction schedule. One of

9 the more common is to add additional shifts of labor. Another is to

10 reallocate fabrication activities to multiple vendors, as we have done with

11 sub-modules going forward. Another is to change the method or sequence

12 of construction activities so that delayed components do not hold up other

13 specific tasks. For example, if delivery of a module is delayed, concrete

14 forms can be used to allow concrete to be placed that would otherwise have

15 been poured directly against the module wall. In many cases, schedule

16 mitigation means additional expense, and that additional expense can

17 become a matter of negotiation between the owner and contractor.

18 Q. PLEASE DESCRIBE EXHIBIT NO. (SAB 2).

19 A. Exhibit No. (SAB-2) is the Milestone Construction schedule based

20

21

22

on the Revised, Fully-Integrated Construction Schedule, which we

proposed for Commission approval as the current anticipated construction

schedule for the Units as envisioned by the BLRA.
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1 Q. ARE THE SCHEDULES PRESENTED HERE REASONABLE AND

2 PRUDENT SCHEDULES FOR COMPLETION OF THE PROJECT?

3 A.

10

12

13

14

15

16

17

19

20

21

22

The schedules that SCE&G has presented here are the current

anticipated schedules for completing the Units as envisioned by the BLRA

and are reasonable and prudent schedules for completing the project. They

should be approved as the new BLRA schedules for the Units.

These schedules represent the best current forecasts of the

anticipated costs and the anticipated construction schedules to complete the

project. They are based on the cost projections and construction schedule

data that WEC/CB&I has provided to SCE&G and which SCE&G has

carefully studied and reviewed consistent with its duties as Owner. The

construction schedule is based on a comprehensive identification and

sequencing of the tens of thousands of construction activities that must be

accomplished for the project to be completed, The cost schedule is based

on identifying labor and other costs that must be incurred to complete the

scopes of work listed on those schedules.

SCE&G's construction experts have reviewed the schedules

presented here. We find that their scope and sequencing is logical and

appropriate. As to both timing and cost, the schedules are based on

productivity factors that WEC/CB&I represents can be met given the

current status of the project. Meeting these productivity factors will pose a

challenge to WEC/CB&I. But doing so will benefit the project both in
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1 terms of cost and schedule. For that reason, as owner SCE&G has no basis

2 or interest in insisting that WEC/CB&I should use less challenging

3 assumptions. However, SCE&G does recognize that WEC/CB&I has set

4 itself a significant challenge as to future productivity.

The schedules presented here are the schedules that WEC/CB&I has

6 represented to SCE&G that it is prepared to meet and that SCE&G has

7 carefully reviewed with WEC/CB&I. For those reasons, I can affirm that

8 these schedules represent the best and most definitive forecast of the

9 anticipated costs and construction schedule required to complete this

10 project that is available as of the date of this filing of the testimony. These

11 updated costs are not in any way the result of imprudent management of the

12 project by SCE&G. Further, these costs do not include speculative or un-

13 itemized costs, such as owner's contingencies. S.C. Energy Users Comm.

14 v. S.C. Pub. Serv. Comm 'n, 388 S.C. 486, 697 S.E.2d 587 (2010). While

15 additional costs may be incurred after the date of this filing of the petition

16 in this proceeding, those costs are not known at present and so cannot be

17 included here.

18 Q. COULD THESE SCHEDULES CHANGE?

19 A.

20

21

22

These schedules can and almost certainly will change. That is

because the construction schedule for any project as complex as this one

will be dynamic. It can be expected to vary Irom month to month during the

construction period as conditions change. The construction and cost

39
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1 forecasts will be subject to ongoing change and revision, as any forecast

2 would be.

3 OVERVIEW OF INCREASE IN FORECASTED EPC CONTRACT
4 COSTS
5

6 Q. PLEASE PROVIDE AN OVERVIEW OF THE INCREASE IN THE

7 EPC CONTRACT COST FORECASTS SCK&G IS PRESENTING IN

8 THIS PROCEEDING.

9 A. This total increase of $698 million is made up of (1) changes in the

10 Estimated at Completion ("EAC") cost under the EPC Contract, (2) ten

11 additional change orders to the EPC Contract, (3) reallocation of certain on-

12 site transmission costs between SCE&G and Santee Cooper, and (4)

13 changes in Owner's cost. Company witnesses Mr. Jones and Mrs. Walker

14 will address these items in detail in their pre-filed direct testimony in this

15 matter. I am familiar with the matters they discuss and can confirm the

16 accuracy of their testimony. I also affirm that cost and construction

17 schedules presented here accurately reflect the anticipated cost and

18 schedule for completion of the Units and in no way are the result of any

19 imprudence on the part of SCE&G.

20 DISPUTED COSTS

21 Q. YOU MENTIONED EARLIER THAT SCK&G IS NOT RELEASING

22

23

OR WAIVING ANY CLAIMS AGAINST WKC/CB&I. PLEASE

EXPLAIN WHAT COSTS YOU ARE CHALLENGING.
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1 A.

10

12

13

14

15

16

17

18

19

20

21

At present, SCE&G is challenging several categories of costs being

billed to it by WEC/CB&I. Those challenges include:

1. Costs invoiced by WEC/CB&I where the costs are increased costs

related to fixed or firm items where SCE&G has entered into an

agreement with WEC/CB&I to resolve claims for a fixed amount of

compensation. For example, WEC/CB&I has attempted to bill

SCE&G for module rework. Modules are a fixed cost item. SCE&G

has returned the invoices for such charges as improper since

additional costs associated with these items are a WEC/CB&I

responsibility.

2. Cost invoiced by WEC/CB&I which are related to general project

delay. SCE&G takes the position that these delay costs are

WEC/CB&I payment responsibility for reasons including

WEC/CB&I failure to meet its responsibilities under the EPC

Contract to eBectively manage the project.

3. Cost invoiced by WEC/CB&I which are the result of WEC/CB&I

not meeting productivity factors. SCE&G believes that WEC/CB&I

is under a contractual obligation to efficiently conduct its

construction activities, and some or all of any labor costs based on

failure to meet productivity factors is WEC/CB&I's payment

responsibility.
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10

12

13

14

15

16

17

18

19

20

21

As to invoices for costs which are 100% unjustified, SCE&G

believes it is contractually entitled to return the invoices as improperly

issued and pay nothing. This is permissible under provisions of the EPC

Contract that only require SCE&G to pay for properly invoiced items.

As to invoiced costs where only part of any given invoiced amount

would be subject to dispute, SCE&G will withhold part of the payment.

Under the EPC Contract, SCE&G is required to pay at least 90% of the

disputed amount pending resolution of its dispute. Other provisions of the

EPC Contract permit WEC/CB&I to cease work and treat the project as if it

had been suspended at SCE&G's request if 90% payments are contractually

required but are not made after proper invoicing. WEC/CB&I has reserved

its rights under these provisions to cease work on the site if required

payments are not made.

As to delay costs, the revised cost forecast associated with the

Revised, Fully-Integrated Construction Schedule shows the amount by

which overall project costs have increased due to delay through the end of

the project. A percentage of increased cost due to delay has been computed

for each cost category under the EPC Contract where delay has increased

costs. Since May 5, 2015, SCE&G has applied that percentage to the

charges in each invoice and only paid 90% of the disputed amount as the

EPC Contract provides.
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As to productivity factors costs, SCE&G will determine on a case by

case basis the amount of additional charges that is due to inefficiency and

Irom this amount, SCE&G will withhold 10%.

5 Q. WHY ARE DISPUTED AMOUNTS PROPERLY INCLUDED IN

6 THE COST SCHEDULES PRESENTED HERE?

7 A. The BLRA requires SCE&G to present the anticipated cost to

10

12

13

14

15

16

17

18

19

20

21

22

complete the project. SCE&G in no way disputes the fact that the project

will incur the amount presented here to complete the Units. The question is

who is required to absorb these additional and disputed costs. SCE&G

intends to pursue its dispute of these certain costs, and going forward will

pay only 90% of those costs pending resolution of those disputes. When

SCE&G pays those 90% amounts, they will become paid capital costs of

the project and will be reflected in CWIP for the project. For that reason,

these 90% payments are properly included in the cost projections for the

Units.

At present, the outcome of the disputes with WEC/CB&I is not

known. Therefore, SCE&G does not have any basis to forecast any

additional costs or cost reductions beyond the 90% payments it knows it

must make. We have only included in this filing non-speculative, itemized

costs which are costs that SCE&G fully anticipates paying. Revised rates

only reflect costs actually paid. If for any reason, certain costs are not paid,
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1 they will not be booked as capital costs of the Units, and will not be used

2 for calculating revised rates or for any other ratemaking purposes. Any

3 future reductions in the anticipated cost presented here due to resolution of

4 claims against WEC/CB&I or other reasons are also not known, are

5 unquantifiable, and therefore are not properly included in the current BLRA

6 cost projections for the project.

7 Q. HOW WILL THESE DISPUTES BE RESOLVED?

8 A. SCE&G is committed to resolving these disputes by negotiation if

10

12

13

14

15

16

17

18

19

20

21

possible. However, litigation may occur. The venue specified in the EPC

Contract is the Southern District of New York. If litigation occurs, there is

no way to determine how long it would take to resolve the disputes. While

the amounts in dispute are important, SCE&G and its customers have a

primary interest in seeing the Units completed in a timely, safe and efficient

manner. This is particularly important since if Unit 3 is not placed in

service before January 1, 2021, SCE&G and its customers could lose the

value of federal Production Tax Credits associated with that Unit. The

value of those credits, grossed up for tax, could equal approximately $ 1.1

billion. That is one important reason to maintain focus on the goal of the

project and not let disputes interfere with completing the project in a timely

way. The overarching goal is to ensure that the project is completed in a

safe and timely fashion.
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1 Q. HOW DO YOU RESPOND TO THE CLAIM THAT INCLUDING

THE 90% PAYMENTS IN BLRA COSTS TAKES AWAY SCE&G'S

INCENTIVE TO REACH A FAIR SETTLEMENT OF CLAIMS

AGAINST WEC/CB&I?

5 A. There are multiple reasons that this is not the case.

10

13

1. SCE&G seeks to include the 90% payments in its BLRA cost

schedule because they will in fact be part of the capital outlays for this

project. SCE&G hopes that it will recover all or part of those payments

trom the WEC/CB&I. But this recovery is not guaranteed. As a result, we

are in no different position than in cases where we complete a plant or

project, and once it is closed to rate base, we pursue warranty or contractual

claims against suppliers. Those claims, if successful, lower the cost of the

plant or project after the fact. This happens in the ordinary course of our

14 business.

15

16

17

18

19

20

21

22

2. Further, to withhold these payments fiom the capital costs

recognized under the BLRA would do the opposite of what the question

implies. Rather than creating an incentive for SCE&G to aggressively and

doggedly pursue the claims against WEC/CB&I, it would create an

incentive for SCE&G to settle claims quickly so that the settlement

amounts could be included in BLRA filings. Mr. Marsh has testified that it

is critical to our financial plan that we generate cash returns through revised

rates filing on the capital we spend on this project. If the only way to
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1 include disputed costs in revised rates is to settle the underlying dispute,

2 then SCE&G will be put under financial pressure to settle as quickly as

3 possible. That fact would not be lost on WEC/CB&I and would likely

4 change their bargaining position in settlement negotiations.

5 Q. WHAT WILL HAPPEN IF SCE&G DOES RECOVER PART OF

6 THE DISPUTED AMOUNTS THAT IT HAS PAID?

7 A. If through negotiation or litigation, SCE&G recovers any past

8 payments to WEC/CB&I or reduces any current payments, those amounts

9 will be reflected as reductions to the accounts where the capital cost of the

10 project are recorded. This will reduce the financing costs to be charged to

11 customers and the reduction will be reflected in lower revised rates in

12 subsequent revised rates proceedings going forward.

13 CONCLUSION

14 Q. ARE THE UPDATES REQUESTED IN THIS PROCEEDING

15 REASONABLE AND PRUDENT?

16 A. Yes they are. As President for Generation and Transmission, I am

17

18

19

20

21

22

involved on an on-going basis with all major aspects of the construction

project and am directly involved in the negotiations with WEC/CB&I over

the issues discussed here. The adjustments requested in this proceeding

include adjustments to the construction schedule as well as to EPC costs

and Owner's cost. They are adjustments that I know to represent

reasonable and prudent changes in the cost and construction schedules for
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1 the Units. Making these adjustments is necessary to create the anticipated

2 cost and construction schedules for the Units as required by the BLRA.

3 Based on my knowledge of the project, and in my professional opinion, the

4 adjustments are in no way the result of any lack of responsible and prudent

5 management of the project by the Company or of imprudence by the

6 Company in any respect. I ask the Commission to approve these

7 adjustments as presented in the exhibits to Mrs. Walker's testimony.

8 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

9 A. Yes, it does.
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10

12

13

15

17

18

19

20

21

22

23

25

MR. ZEIGLER: Madam Chairman, Mr. Byrne is
available for questions from Mr. Guild or the

Commi ssi oners.

CHAIRMAN HALL: Thank you, Mr. Zeigler.

Mr. Guild.

MR. GUILD: Thank you, Madam Chairman.

CROSS EXAMINATION

BY MR. GUILD:

Q Good afternoon, Mr. Byrne.

A Good afternoon.

Q I heard Mr. Marsh drawing a distinction between what I

understood to be the company's level of satisfaction
with the work that was taking place on the site — I

don't know whether you would characteri ze this an

installation, but in any event — to distinguish that

from the fabrication work that's being done of the

modules and submodules. Is that a fair distinction that

you agree with?

A The distinction you'e making, again, is what?

Q You want me to say it over again?

A Yes, please.

Q Okay. So the distinction I heard Mr. Marsh saying was,

he was sati sfi ed with the on-site work at the facility,
at the location, the, I'l call it, installation — I'm

not sure that's his word — as di sti nct from the

QL OF

PU6LIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
327

of739

Docket 2015-103-E South Carolina Electric // Gas Co.
Nuclear Construction Updates and Revisions

285

10

fabrication of the submodules by the subcontractors to

whom you attribute the delay. Is that a fai r

distinction?

A Yeah, I would say that the work on si te i s going better

than the work at the module fabricator, and that we have

taken some of the modules from the module fabri cator and

we have completed them on site. To say that we'e

completely satisfied with the contractor's level of

performance on the site would be a bit of a stretch.

Q Okay. So there are some problems there, too, that are

associated with the delay? On-site work?

12

13

15

16

17

18

19

20

21

22

23

25

A There are some problems on site with regard to on-site

efficiencies that we are trying to address with the

contractor.

Q You just mentioned doing some of the work on site. Look

at your Slide 25, if we could put that back up, if
that's possible.

A [Indicating . ]

[Reference: Hearing Exhibit 4/SAB-1 Page 25]

Q Now, is that — 25, you describe that as a mechanical

module, and I think it's the charcoal filter/ion
exchange module?

A That's correct.

Q All right. And does that represent an example of a

module that was i ntended to be fabricated at a

OL OF
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subcontractor off site, that you brought back to the

site to work on?

3 A It does.

Q And tell us how that happened. Why did you not rely on

a sub off site to complete that submodule?

6 A The sub off site did start the submodules. Even for

10

12

13

these mechanical modules, there was a sub in Texas that

was fabricating. They are fabricating some modules

completely at their si te. We took a look at the most

schedule-averse modules, the ones that would put the

schedule at risk, and we decided that we would free up

some space and offload this from those facilities, take

them on site and we could complete them better at the

s I 'te.

15 Q All right. So, free up space at the subcontractor? Or

16 at your site?
17 A At the subcontractor. This is being done at our site.
19 Q All right. So, free up some space at the subcontractor,

19

20

so they could make better progress on their remain1ng

work?

A Yes.

22 Q Okay. And you brought it back and had your people do1ng

23 the work on s1te to finish the submodule?

24 A The contractor had the folks who were on site at our

25 s1te finishing the work, but it's the consortium that'

OL OF
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doing the work, physically.

2 Q Well, I mean, I guess what I'm asking is, did you bring

the subcontractor folks from Texas up to South Carolina

to have them finish the work that you — where you freed

up the space back in Texas?

5 A The short answer is yes and no. There are some folks

10

from the subcontractor's that would accompany these,

particularly folks that would be closing out things like

paperwork and documentation. But most of the physical

work was being done by folks who were not from the Texas

faci 1 i ty.

12 Q What's the name of the Texas facility?

13 A Is a CB&I facility, and I can't remember — it'l be the

name of the town where it's located.

15 Q Okay.

16 A I can't remember what the name is.

17 Q But it's CB&I?

Ill A It's a CB&I—

19 Q Chicago Bridge & Iron?

20 A That's correct.

21 Q All right. Now were there delay and capital cost

22

23

25

i ncreases associated with havi ng made that choice — just

as an example — to have not had the CB&I Texas utility
do the work as i ntended, but instead to bring it up to

the site to finish it there?

OL OF
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1 A Your question is were there delays in making this
deci sion?

3 Q No, sir.
4 A No,

Q Were there delays in the project and/or capital cost

increases associated wi th the change in approach that is
represented by that example, bringing that module from

Texas instead of letting it be finished there, finishing
it at the site?

10 A The decision to bri ng this module and others, including

12

13

structural modules, to the site to complete them, was

done in order to expedite the schedule. And the cost

should be borne by the contractor, not us, in these
cases.

Q Okay, that's helpful . So there is additional cost

16

17

associated with it, in exchange for which you hope to

appreciate some schedule advantages?

18 A That's correct.

19 Q All right. And where does that additional cost appear?

20 A That additional cost is not billed to me. I don'

21

22

receive an invoice for it . So, the cost is borne by the
consortium.

23 Q All

right 

. So that ' one that indi sputabl y has been

25

accepted as an added cost that the consortium has agreed

to bear?

OL OF
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10

12

A Yeah, this was in the fixed or firm portions of the

work, not in the target portion of the work.

Q And does that general observation extend completely to

all the rest of the submodules and modules that were

brought back to the site for completion?

A Yeah, all of the modules that were originally intended

to be done at one of the subcontractor's — either the

contractor's or subcontractor's facilities that were

finished on site to try to expedite some of that work,

there should be no change to the capital cost schedule

to SCEEG from that move.

Q All right. Whatever additional costs are being borne by

13 the consort1um, correct?

15

A That's correct.

Q I'm looking for one of your slides. Let's go back to

Slide 18, your transition ring fit-up.

17

19

20

21

22

A [Indicating.]
[Reference: Hearing Exhibit 4/SAB-1 Page 18]

Q Now, I thi nk you explained this, but just to be clear,

where you see that shield building section there, that '

not its final location; that ' a fit-up location on a

pad, correct?

A That's correct.

Q And was the ori g1 nal project design to do just that, to

25 do a fit-up at that location?

OL OF
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10

12

13

15

16

17

18

19

20

21

22

23

A I don't have that level of detail on the original

schedule. They would be expected to do some level of

fit-up. But, you know, if you'e asking whether we had

intended to do thi s on thi s pad or with these panels, I

don't — the schedule was not that detailed.

Q All right. Well, isn't it the fact, Mr. Byrne, that

with these shield building transition ring panels, there

were tolerance problems associated with the work of the

fabricator and, because of the tolerance problems, you

had to add this fit-up exercise at the site to review

those issues. Isn't that right?

A I wi 11 say that, because of concerns that the

constructor had over the fit-up and the tolerances, they

decided that it would be a smart idea to try the fit-up
before we actually tried it in its final location.

Q Right. But that wasn't a part of the original plan,

because you assumed the tolerance problem wasn't going

to be there. The tolerance problem occurred and,

therefore, you had to do thi s trial fit-up on the site.
A Yeah, I think I said a few minutes ago, I didn't know

that to that level of detail, whether it was in the

original plan or not.

Q Okay. And what was the tolerance problem that you

encountered?

25 A It was with the specifications for how much out of

OL OF
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tolerance one panel could be, relative to the next

panel.

Q Okay. So I'm looking at your slide again. I think it'
18, and I' 1 ooki ng at between those two ski ds or I-

beams, I guess, I see what looks to be a joint and

appears to be — is it a bolted connection?

A If you are referenci ng the section that I'm putti ng the

green pointer on [indicating]

10

12

Q Yes, sir, exactly.

A — that is the connection between two sections or two

panels. And what you see here are dowel pins.

Q Okay. And is that where the tolerance problems

13 occurred?

15

16

17

18

19

20

21

22

23

25

A It was certainly at these locations, and they also had

some support members that were close. The concern was

that, as you weld those members, these panels, together,

that these crossmembers or the support pieces were

actually starting to buckle.

Q That's not good. All right. The support members you'e
talking about, are those inside where the concrete is to

be poured?

A That's correct.

Q So you'e got two layers of — if I'e got this right,

this description — two layers of steel, looking at the

outer layer; there's an inner layer between the two.

OL OF
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You 'e eventually, once i t ' in place, going to pour

concrete?

A That's correct.

Q And you were finding that there were some buck11ng

issues because of the way the contractor fabricated

these braces or—

A I don't know that it was a problem with the way the

10

12

13

contractor fabricated the braces. But when they were

goi ng through some of the original fit-ups and trying to

do the welding — I don't even know if it was at our

site, because we do thi ngs in conjunction with Southern

Company. But at one of our two sites, and I believe it
may have been at the Vogtle site, and when the original

14

15

16

fit-up was tried, some of these crossmembers were

buckling.

Q So it might not have been a fabrication problem; it
17 might've been a design problem?

18

19

A It certainly could've been.

Q Now, if I can find the slide here — [indicating] . Slide

20 5, please.

21

22

23

25

A [Indi cating. ] Thi s one?

[Reference: Hearing Exhibit 4/SAB-1 Page 5]

Q Yes, sir. All right. Change of venue. That's one of

those lawyer terms, but actually what it means, I guess,

is you decided to shi p this stuff hi ther and yon from
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where you originally planned to do it. It was going to

be in Lake Charles, Louisiana; that's CBI-LC. Correct?

A Yeah, CBI- LC is CB&I in Lake Charles, Louisiana.

Q And it used to be Shaw — whatever, Shaw something-or-

other?

10

12

13

15

16

17

18

19

20

21

22

23

25

A Shaw Nodular Solutions.

Q Shaw Nodular Solutions . And I think one of the

Commissioners charitably said there was a reorganization

or something, but they aren't around anymore and it'
now Chicago Bridge & Iron/Lake Charles, or CB&I/Lake

Charles.

A Chicago Bridge & Iron acquired the Shaw Group in its
enti rety, in, I think it was February of 2013.

Q Okay. In any event, Lake Charles has been where a lot

of these submodular fabrication problems have occurred.

And this change of venue, so to speak, is a remedial

measure to try to remedy those problems, right?

A Yeah, and I can assure you that no lawyers were

consulted when I used the word "venue."

Q Okay. Glad to hear it.
[Laughter]

So, anyway, it turned out that neither Shaw nor

Lake Charles could do the job that you assumed they'd be

able to do as part of this innovative modular

construction approach, and so you had to find a bunch of
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10

other people or entities to do the work. How did you go

about figuring out that there was an Oregon Iron Works

that was going to do some of thi s stuff? Where did they

come from?

A They stemmed from some experience that CB&I had with the

MOX facility. So they had utilized Oregon Iron Works,

and they started an inquiry as to whether or not they

would be able to fabricate modules.

Q Okay. So what kind of modules are they doi ng in Oregon?

A The Oregon Iron Works is doing some of the modules for

CA20.

12

13

Q So it's — they were doing MOX work, so presumably they

were familiar wi th NRC quality-assurance requirements?

A I would make that assumption, since the MOX facility
15

16

17

18

19

20

21

22

23

24

25

falls under NRC requirements.

Q I mean, that's part of the reason why they'e qualified,

I presume, that they knew how to do that stuff, right?

A They were not doing modular construction at MOX.

Q Right. Right, but they had a workforce that was

familiar with the NRC requirements, I take it?
A At least after a fashion.

Q Well, did they? I mean, I'

presuming 

. Did the Oregon

people that you sent this to, did they have experience

with nuclear construction?

A They have some experience with the MOX facility. We
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10

12

13

15

16

17

18

19

20

21

22

23

25

sent our inspectors to the facility. We sent other

members of our staff and management team to the facility
to verify that they knew what they were doing.

Q Right.

A So they are qualified to do what they'e doing.

Q So you start out with Lake Charles, and at that point,

the Lake Charles people were specifi cally hiring,

training, and assembling a facility and a staff who, by

defi ni ti on, were going to be performi ng nuclear quali ty-

assurance-standard work, correct?

A Yes.

Q All right. You lost the Lake Charles facility, or at

least you needed to displace them wi th these other

change-of-venue operations, and then you had to go out

and find people who had that same qualification or could

achieve it, right?

A I wouldn't say — characterize it as the same

qualification. We look for vendors who had nuclear

experi ence, and even when it was Shaw Nodular Solutions,

Shaw has nuclear experience.

Q Right.

A So, Shaw does nuclear work. So, you know, to preclude

that facility, we would have had to have had a rationale

or reason to preclude that facility at that point in

time.
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Q I'm sorry, "preclude," meani ng what?

A Neaning that they wouldn't use that facility.
Q I see. But, I mean, there are only two AP1000s be1ng

built in this country. The Vogtle people were facing

the same 1ssues with Lake Charles that you were, right?

A Yeah, Vogtle was havi ng the same i ssues wi th Lake

Charles.

Q So, together, you guys had to go out and find some

10

12

replacement that had nuclear-qua11fi ed, sk111ed crafts
to do these submodules, when there wasn't any other

nuclear work out there . I mean, NOX is an exception to

that. But, really, there's no AP1000s or other nuclear

13 plants be1ng built in the US at the time, right?

A Watts Bar is being finished by the Tennessee Valley

15 Author1ty.

17

18

19

20

21

22

23

24

25

Q Yeah, and that's a 1980s or '70s version?

A It ' a nuclear facility, that ' correct .

Q But I mean, it's an old design, right?

A Yeah, it's not an AP1000, sir.
Q So, the poi nt being, you had to go out and find people

from scratch to replace the Lake Charles folks, and

those people had to either have existing nuclear

training — which was unlikely, because there's nobody

else doing it — or you had to bring them up to speed.

A Are you sayi ng that we had to find people that had
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nuclear training, and that was unlikely? Is that what I

heard you say?

3 Q Yeah. I'm saying there's nobody out there, except Lake

Charles, who's building new nuclear plants, because

there aren't any other new nuclear plants. That's a

given, right?

7 A Well, new nuclear plants in the United States, I would

10

12

say that's an accurate statement. There are a lot of

vendors that do nuclear work. And Toshiba/IHI is one of

the vendors that we did remove some of these things from

Lake Charles and send to those facilities, and they do

nuclear work, albeit not necessarily in this country.

13 Q Right, exactly. Okay, that's a good point. So, let'

15

16

17

19

20

21

take Toshiba. I don't speak Japanese, so "Toshiba" is

the way I always said it, because that's who made

whatever electronics I used to use. But anyway, there

in Japan there are a lot of nuclear plants in Japan;

presumably, they'e building stuff for Asian nuclear

plants. They had some nuclear-qualified folks, and you

went to them to do some of this work formerly assigned

to Lake Charles, correct?

22 A That's correct.

23 Q Okay. How about the SHCI folks in Florida? Who are

they?

25 A That is a fabricator of metal components that Shaw
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evidently — or Shaw and maybe CB&I — has had some

experience with.

Q And did they have folks that were actively engaged in

nuclear construction work at the time?

A They have done nuclear construction, albeit not modules.

Q What kind of work do they do?

A Fabrication. They make plates, supports, tanks, those

kind of things.

10

Q Is that what they'e been doing for you?

A Embedment plates. They do some of that for us, too,

12

13

14

yes.

Q What are they doing for you?

A Right now, they'e making modules.

Q In Newport News, I remember they built ships, didn'

15

16

17

18

19

20

21

22

23

24

25

they?

A They have experience in shipbuilding, that's correct?

Q All right. And did they build nuclear power plants?
A Do they, or did they?

Q Oid they, when you went to them?

A Yeah, nuclear power from the respect of Navy nuclear

power propulsion, they have experience there. I don'

know if they 'e built nuclear components for commercial

nuclear plants.

Q Okay . Were there additional schedule and cost

implications from the change of venue for the modules,
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Mr. Byrne?

10

12

13

15

16

17

18

19

20

21

22

A Yeah, the answer I would give for the structural modules

is the same answer I give you for the mechanical

modules. We descoped the facility at Lake Charles in

order to preserve the schedule, not retard the schedule.

And the costs associated with moving those components to

those facilities is borne by the consortium.

Q So in every respect, havi ng failed to meet the

productivity rates and producing the submodules on time

at Lake Charles, and changing venues as far away as

Japan, bringing facilities up to speed wi th staffing who

met the qualifications, none of the cost impacts of that

are being borne by SCE&G and its ratepayers?

A None of the costs of the direct costs of those is being

borne by SCE&G or its ratepayers. Where there may be

indirect costs, for example, if we make the deci si on

that we want some oversight in those facilities, we do

have increased oversight as a part of this proceeding.

Q Yeah, I guess the plane ticket to Japan is a little
pricier than the plane ticket to Louisiana, if that'

among the costs you have to bear, right?

A The plane ticket to Japan is more expensive than the

23 plane ticket to Louisiana.

25

Q So that's an additional cost, and who bears that cost?

A It's our decision to put those inspectors in. We think
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10

12

that is the right thing to do, so we'e asking that
those costs be passed along.

Q To ratepayers.

A Yes.

Q And, similarly, the cost of sending i nspectors not to

Louisiana but to Oregon — I love Oregon — that's being

borne by ratepayers, as well.

A We have one inspector in the Oregon Iron Works, and

they'e also covering another mechanical module

facility, an erector called Greenberry. So the one

inspector is splitting time between two facilities.
Q Can't beat being in Oregon, now. So what's Granberry

13 doing?

A They are doing mechanical module sections, similar to

15 some of the ones you saw on the screen.

16

17

18

19

20

21

22

23

25

Q And would you say the same thing about Newport News, you

have to send somebody up there and that's a cost we'e
bearing?

A We'e recently sent somebody up to Newport News.

Q Now, is it just a matter of freeing up space at Lake

Charles by this change of venue, so that Lake Charles

will have some more room in their shop to do this work?

Or was it really a question also of having other

competent, qualified crafts to perform the submodule

work at the other venues?
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A I would say yes to both.

Q Okay. In both instances, the consortium i s beari ng the

cost for the additional i nspecti on whi ch you talked

about?

A Yeah, the cost to descope that facility is being borne

10

12

13

15

16

17

by the consortium.

Q All right. And to the extent that it's not just to make

room at Lake Charles to get thei r productivity up, are

there schedule impacts — adverse schedule impacts — of

the change of venue?

A I would say that the most significant adverse schedule

impact would have been to leave everything at the Lake

Charles facility. So, movi ng thi ngs from the Lake

Charles facility actually has mitigated some schedule

delays. Absent us doing that, I believe that the

schedule delays would've been worse.

Q All right. In all respects? For all critical path

18 items?

19 A Yeah, I believe so.

20

21

22

23

25

CHAIRMAN HALL: Mr. Guild, I'm sorry to

interrupt you, but I did promise that we would

break before our 6 o'lock heari ng. So we'l break

now. We will resume at 10 o'lock in the morning

for whoever isn't coming to the night hearing.

[WHEREUPON, the witness stood aside,]
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[WHEREUPON, at 4:55, the hearing ln the

above-entitled matter was adjourned, to

reconvene at 6:00 p.m. on the same date.]

10

12

13

15

16

17

18

19

20

21

22

23

24

25
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CERTIFICATE

I, Jo Elizabeth M. Wheat, CVR-CM-GNSC, Notary

Public in and for the State of South Carolina, do hereby

certify that the foregoing is, to the best of my skill and

ability, a true and correct transcript of proceedi ngs had and

testimony adduced in a hearing held i n the above-capti oned

matter before the PUBLIC SERVICE COMMISSION OF SOUTH

CAROLINA;

That the witnesses appearing duri ng said hearing
were sworn or affirmed by me to state the truth, the whole

truth, and nothing but the truth;

IN WITNESS WHEREOF, I have hereunto set my hand and

seal, on this the 31st day of ~dot, 2515.
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16
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CHAIRMAN HALL: Thank you. Be seated.

2 Okay. Good evening everyone. Thank for being here
3 this morning (sic) . We'l call this night hearing
4 to order and ask Mr. Butler to read the document and

give us the institutions.
MR. BUTLER: Yes, Madam Chairman, other

members of the commission. Good evening to everyone

8 with us tonight. I'm David Butler. I'm senior
counsel with the commission. The proceeding before

10 the commission tonight is Docket Number 2015-103-E

and it concerns the posts, updates and revisions to
12 schedules related to the additions to the V.C.

( ', 13 Summer Nuclear Plant filed with the commission by

14

15

South Carolina Electric & Gas Company.

First, I would ask that you please mute

16 or cut off your cell phones, if you will.
17

18

At this time, I would like the
commissioners to introduces themselves, if they

19 wouldn't mind, just so all of you all will know who

20 they are. And could we start with Commissioner Elam

21

22

from the Second District, please, to my right?
COMMISSIONER ELAM: I'm Elliott Elam,

23 commissioner from the Second District.
24 COMMISSIONER RANDALL: Randy Randall

25 from the Third District.
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COMMISSIONER FLEMING: Lib Fleming,

Fourth District.

353
(

CHAIRMAN HALL: All right. I'm Nikki

Hall representing the Sixth District.
COMMISSIONER WHITFIELD: Swain Whitfield

representing the Fifth District.
COMMISSIONER HAMILTON: O'Neal Hamilton,

Seventh District.

10

12

13

14

16

17

18

19

20

21

22

23

24

25

COMMISSIONER HOWARD: Butch Howard,

First District.
MR. BUTLER: Okay. Thank you. At this

time, we'd like to take appearances of the attorneys
and other officials present. First, I see Mr.

Burgess here and other attorneys representing South

Carolina Electric E Gas.

Mr. Burgess, would you please introduce
yourself and your people?

MR. BURGESS: Absolutely. Good evening,

Madam Chairman, members of the commission. My name

is Chad Burgess and I'm corporate counsel for SCEzG.

With me is Matthew Gissendanner, he's also corporate
counsel, and Mr. Belton Zeigler of the law firm

Womble Carlisle that's here with me this evening.

I would want to point out, I believe
there's a lot of SCEEG customers in the crowd this
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evening and I wanted to let everyone know that, if
they'e got any questions about their bills or any

specific issues related to their accounts, we do

4 have a customer representative who is in the foyer
who can answer any question or provide you with any

6 assistance that you may need. And if she's unable

to do that, she certainly will take down your name

and number

AUDIENCE MEMBER: Can he speak more

10 directly into the mike?

MR. BURGESS: And if you need any

12

)
13

14

assistance, she'l take down your name and number

and we'l be more than happy to get back to you in
regard to the question that you may have asked.

15 Thanks.

16 MR. BUTLER: All right. Thank you, Mr.

17 Burgess. Appreciate it.
18 I also see Mr. Jeff Nelson. Mr. Nelson,

19 would you mind standing up and introducing your

20 people? He's from the Office of Regulatory Staff.
21 MR. NELSON: I'l let Ms. Hudson do

22 that. Shannon Hudson is with me as well.
23 MS. HUDSON: Good evening, Madam

24 Chairman, members of the commission. My name is
25 Shannon Hudson. I'm here on behalf of the South

A. WILLIAM ROBERTS, JR., & ASSOCIATES (800) 743-DEPO Page 354
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1 Carolina Office of Regulatory Staff, with me is

co-attorney Jeff Nelson. We are here and available
to answer questions if anyone should have any after
the hearing. During the hearing, we have some

5 coworkers with us that I'd like to recognize. I'd
6 like to begin with Dawn Hipp. Dawn, if you would

7 stand up.

MS. HIPP: (Complying.)

10

12

13

MS. HUDSON: Dawn is the director of our
consumer services. With her is Brad Kirby, also
with consumer services. And we have Gene Salt with
our Nuclear Monitoring Division.

Jeff and I can't answer questions while
14 the hearing is taking place; but if you have any

15 questions, tap one of these and they can step
16 outside with you and answer questions so you don'

17 have to wait until the end of the night hearing.
18 In addition, I wanted to share our 1-800

19 number with the Office of Regulatory Staff -- and

20 let me back up. The Office of Regulatory Staff
21 represents the public interests. So we -- we

22 represent that, while the commission is charged with
23 making a final decision in this matter. So we have

24 a consumer services department. And if you can'

25 talk with somebody or you decide later that you have
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a question, our 1-800 number is 922-1531. Again,

10

12

13

14

15

16

that number is 1-800-922-1531. It is staffed for
someone to answer it at least between 8:30 and 5

p.m. If these times don't work out for you to call,
you can call that number and also leave a message.

Thank y'all for coming tonight and we

look forward to hearing from you.

MR. BUTLER: Thank you very much.

MS. HUDSON: Thank you, Madam Chairman.

MR. BUTLER: Thank you, Ms. Hudson. We

appreciate that very much.

I also see Mr. Guild. Mr. Guild, would

you stand up and introduce yourself and tell them

who you represent, please, sir.
MR. GUILD: Madam Chairman, Robert Guild

for the Sierra Club, intervenor.
17 MR. BUTLER: Okay. Thank you. Are

18

19

there any other intervenors with us this evening in
this case?

20 (No response.)
21

22

23

24

25

MR. BUTLER: Seeing none, I appreciate
that very much. In a minute, I'm going to call the
names of those who have signed up to speak. And

when I do call your name, if you will, come forward

to the table right in front of us and be sworn in.

pl
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when you'e called, come on up to this table, give

your name and address, please, for the court
reporter and then, after being sworn in, you can

5 certainly be -- go ahead with your testimony.
Please be sure to speak into that

7 microphone so that everyone in the room can hear

8 you. After you'e done, we would appreciate it if
9 you'd just remain at the table for any questions

10

12

that the parties or the commissioners might have.

We have placed a time limit of three
minutes on all presentations. As you can see, we

13 have a timer, which will aid you in timing your

14 testimony. And at the end of the three minutes,

15 we'l have a bell go off just to remind you that the
16

17

18

three minutes is up.

1 do want to remind you that, if you

spoke at this morning's hearing, under commission

19 rules you'e not eligible to speak at this evening'

20 hearing. Zn other words, we have a one hearing rule
21 for the public.
22

23

Now, if you have not signed up to
testify tonight and you decide somewhere in the

24 middle of the hearing that you would like to be

25 heard after all, please proceed to the back door and
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sign in with commission staff members located back

2 there. The staff member will notify us of your wish

to testify. The commission will not hear from you

4 unless you have signed up to speak.

And I wanted to remind everyone that
this is your time to speak up, give us your views on

7 the proposal by South Carolina Electric & Gas; but
8 due to the judicial natures of this proceeding, the

commissioners cannot take questions and are
10 prevented from making comments about any testimony.

And as has been stated by both South

12 Carolina Electric & Gas and the Office of Regulatory
Staff, they will be available after the hearing for

14 any questions that you might have. As Mr. Burgess

15 pointed out, if anybody has any questions with a

16 bill, they can meet with an SCE5G representative out

17 in the hall and discuss any concerns that you might

18 have on a bill.
19 So Madam Chairman, now that I have

20 mentioned all the details, with your permission,
21 I'l begin to call the names of the witnesses who

22 have signed up to speak.

23 CHAIRMAN HALL: Okay. Thank you, Mr.

24 Butler. Go ahead.

25 MR. BUTLER: All right. Thank you,
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10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Norris, if you'l come forward, please.
LIZ NORRIS,

being first duly affirmed, testified as follows:
MS. NORRIS: My name is Liz Norris. My

address is 201 Rosebank Drive, Columbia, South

Carolina 29209.

Good evening ladies and gentlemen, after
a long day. First, I want you to thank you, the

Public Service Commission, for providing the forum

for me and others to express our concerns around the

proposed SCE&G rate hike. Your mission statement

clearly says that you are here to offer and I quote,
a fair, open and efficient regulatory process that
promotes cost effectiveness and reliable utility
service.

I am an SCE&G customer and I have been

for almost 40 years. I'm also privileged to serve
as the president of AARP in South Carolina, a

membership organization with the social mission to
enhance the quality of life for all of us as we get
older. In South Carolina, we have almost 600,000

members. Around 300,000 are past the age of 66.

Many living on social security as their primary and,

for 37 percent of those, their only source of
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income. The average monthly social security benefit

2 is $ 1,250.

Monthly expenditures for these folks,
for most of us have to be monitored with an eye on

5 what can I do without to make ends meet. Utilities
generally are non-negotiable. For some, needed

medications, food choices, some pretty essentially
8 commodities get reduced or axed.

The idea that prepay policies for a

10

12

still being built power plant construction are now

part of the equation for these customers, the money

producers to some degree for SCE&G, is a losing

(
'~ 13 phenomenon; but certainly for the financially

14 vulnerable. It seems so common sense, so much a

15 part of your mission to require more analysis of

16 this action being pushed by SCE&G. The South

17

18

Carolina public, these customers for utility
services deserve a fair shake in this decision.

19 You know, today we have heard so much in
20 terms of just an incredible amount of information on

21 how power plants get built; but we'e had very
22 little discussion around how rate hikes to build
23 those power plants affect real people, people who

24 are sending in a monthly check to SCE&G.

25 I thank you for your consideration. I
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thank you for remembering that you represent all of

us. Thanks.

10

CHAIRMAN HALL: Thank you, Ms. Norse.

And if you can just remain seated.
Do any of the parties have any questions

for Ms. Norris?

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

much, Ms. Norris.
12

13

15

16

17

18

19

20

21

22

23

24

25

MS. NORRIS: Thank you.

MR. BUTLER: I'd like to call Pat
Tillman. Come forward, please.

PAT TILLMAN,

being first duly affirmed, testified as follows:
MS. TILLMAN: I'm extremely nervous, but

good afternoon everyone and thank you for the
opportunity that you presented to us that we can

speak with you.

I have been a customer of

MR. RICHARDSON: State your name and

address, please.
MS. TILLMAN: I am so sorry. My name is

Pat Tillman. My address is 2510 Louisa, Columbia,
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And I'e been a customer of SCE&G since
I purchased that home in 2007. Now, one thing that

4 I'd like to say is that SCEEG is not a co-op. They

are a service provider and I am a customer. Yet on

a continual basis, they'e given permission to what

seems like to me a perpetual rate increase that I

CHAIRMAN HALL: Ms. Tillman, will you

9 just pull that microphone a little bit closer to
10 your mouth, please? Thank you.

MS. TILLMAN: There seems to be almost

12

i 13

14

15

16

17

perpetual rate increases.
CHAIRMAN HALL: A little closer, so that

the court reporter can hear you.

Bill, you help her move it a little bit
closer, please.

MS. TILLMAN: Usually I speak very
10 loudly. Is that better?
19

20

CHAIRMAN HALL? Thank you.

MS. TILLMAN: Let me begin over. I

21 first stated that SCEzG is not a co-op, that they
22

23

are a service provider and I am one of their
customers. Yet on a continual basis, they appear

24 and they are seeming to get what we call perpetual
25 rate increase requests and grants. And I as a
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10

12

14

15

17

18

19

20

21

22

23

24

25

I have done everything I know how to to
continue to reduce my rates. I have -- I don't cook

in my home. My air conditioner is at 80 degrees.
I'm either freezing in the wintertime with coats and

blankets. And in the summertime, I am burning up.

Yet today when I called, my new bill is $ 194.41. I

can change grocery stores if I don't like the prices
of the grocers, but I can't do that with SCESG.

So not to be long, but to be very brief,
I'd like to read something that I would like for you

to consider as part of your decision making process.
For which of you intending to build a

tower sitteth not down first and count the cost?
Whether he has sufficient to finish it, less haply
after he has laid the foundation and is not able to
finish it, all that it is behold begin to mock him

saying this man began to build and was not able to
finish. And that's what we have here.

So I'm asking you commissioners, I am

imploring you to require SCE&G and to make them

accountable to their customers so that we do not

continue every year to come with the same thing of a

rate increase request. So that's all I'm -- that'
all I have to say.
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And I really just thank you so very much

2 for taking the opportunity to listen to me and to
3 give me a voice to hear. And just know that there

are so many people that are like me, who are
counting their pennies and yet, outside of my

6 mortgage payment, my utilities, meaning my light
7 bill, is the next highest thing that I have to pay

8 and that's not right. Thank you very much.

CHAIRMAN HALL: Okay. Thank you, Ms.

10 Tillman.

12

(
'3

14

15

Parties, any questions for Ms. Tillman?

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

16 much, Ms. Tillman.

17 MR. BUTLER: I'd like to call Mr. John

18 Dukate. And if I didn't get that right, please
19 correct me.

20

21

22

MR. DUKATE: It's Dukate.

MR. BUTLER: Dukate. Thank you, sir.
JOHN DUKATE,

23 being first duly affirmed, testified as follows:
24 MR. DUKATE: John Dukate, 224 Jeter
25 Road, Gilbert, South Carolina 29054.
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I firmly believe that this boondoggle of

2 a nuclear power plant should be converted to a gas

power plant immediately because there is so much gas

4 in this country right now that it would be a lot
cheaper to have a gas-fired power plant than a

6 nuclear power plant built.
People like me on a fixed income are

8 being crushed under these heavy burdens of all these
9 rate increases. And I urge the Public Utility

10 Commission to deny this and all future increases.
And I have a question for SCE&G. Since

12 the consumer is paying for this plant in advance and

13 the stockholders are taking none of the risks and

14 will reap all the rewards after it is built, will
15 SCE&G roll back these outrageous rate increases to
16 what they were before they started working on this
17 plant?
18

19

That's all I have to say.

CHAIRMAN HALL: Okay. Thank you, Mr.

20 Dukate.

21 Parties -- Mr. Dukate, if you could just
22

23

24

25

stay seated for us.
Parties, any questions for Mr. Dukate?

(No response.)
CHAIRMAN HALL: Commissioners?
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3 Mr. Dukate.

(No response.)
CHAIRMAN HALL: All right. Thank you,

MR. BUTLER: Madam Chairman, the next

5 witness is Mr. Joseph Wojcicki.

JOSEPH WOJCICKI,

7 being first duly affirmed, testified as follows:
MR. WOJCICKI: My name is Joseph

9 Wojcicki and I'm at 20 East Steele Road, Columbia,

10 South Carolina 29170.

12

13

Good afternoon, ladies and gentlemen.

As a energy consultant and an advocate of this
overcharged victims, I have my professional

14 responsibility to inform from my engineering
15 analysis that,

First. The nuclear plant in
17 Jenkinsville cannot fulfill the base load facility
18 definition.
19

20

Second. Consequently Base Load Review

Act was never met and SCANA, through South Carolina
21 Electric 6 Gas, cannot use this legal act to collect
22

23

money from customer.

Third. SCANA Corporation had no rights
24 to issue additional millions of share for New York

25 Stock Exchange for the same pretext.
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Four. Keeping these facts in silence is

2 an obstruction of justice. Every legal professional
3 has obligation to report this to the state and

federal authorities.
Fifth. Forcing customers to be

investors become, in this case, criminal negligence
7 of their budgets, especially in the heat waves and

electrical peak demand seasons that are also in the
9 wintertime. The project has available funds from

10 Bush-Qbama stimulus. Georgia utilities is already
11 using from them eight billion and 300 million U.S.

12 dollars.
13 Eight (sic) . Now, that Confederate flag
14 has been removed from the statehouse grounds, SCANA

slavery must also be removed.

My appeal to illegally overcharged
17 customers, ladies and gentlemen, is bark on the
18 right tree. The right tree is SCANA. South

19 Carolina Electric & Gas is working horse, is giving
20 us electricity, but the money is going to SCANA.

21 And our appeal to the public servants, please serve
22 God, not the devil.
23 I respect -- I respectfully ask that the
24 commission take judicial notice of my reports as

25 advocate of these victims that I have submitted
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since 2008 and especially I would like to see this
as a legal document, declaration and challenge as a

number ID 251866, dated August 11, 2014. Because of

this short time, I would like to deliver written
information about the false claims also to be

available for the public domain.

Thank you very much and have a good day.

CHAIRMAN HALL: Thank you, Mr. Wojcicki.

If you can remain sitting, please, in case the

parties have any questions for you.

Parties, any questions for Mr. Joe?

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: All right. Thank you so

much, Mr. Joe.

MR. WOJCICKI: Thank you.

CHAIRMAN HALL: And you can leave that
document.

MR. BUTLER: Madam Chairman, the next

witness is Ms. Doris Fletcher. Ms. Fletcher.
DORIS FLETCHER,

being first duly affirmed, testified as follows:
MS. FLETCHER: My name is Doris

Fletcher, 1305 Adkins Circle, West Columbia, South
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10

12

13

Carolina.
I put down you'e mute, unable to speak

and makes over $ 100,000 of our money. They ought to
be fired. Get rid of the Office of Regulatory
Service, Public Service Commission, which isn't true
for they are only for businesses, big businesses.
The businesses should pay their wages. We need a

Residential Public Service Commission. Most

important to get rid of all people who run SCANA,

South Carolina Electric 6 Gas. If it were their
money we were taking from them, that would stop
their playhouse. But since they have a monopoly, we

have to do something.

14 If there are old -- if there are any

15

17

18

19

20

21

22

23

24

25

real old men here, please take this pen and tablet
and get name and phone numbers that are interested
in setting up a meeting with the legislators about

these rate raises. They wrote a law, 58-33-2010,

passed in 2007. Just maybe they'e getting their
pockets padded to turn Mr. Morris and others loose
to charge whenever and whatever they want.

They have extended the time beyond that
they started out with, so the money is due to them.

They should have been good stewards in hiring the

right people and give them a deadline. If not
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finished, fire them and get trusted people, if there
is such a thing. I wonder each night when and if we

will be blown up. We need auditors who has nothing
to do with the government or South Carolina Electric
& Gas to check their books for waste. We need to
get their books on their extravagant life style at
our expense.

How come stockholders can and get so

much return on their stock? They should have to pay

like us. Their book calls to pass all bills down to
the rate payer. And this is not counting the raise
we will be seeing in our November bills, quoted Mr.

Duke Scott, which was in the paper.
CHAIRMAN HALL: Okay. Thank you, Ms.

Fletcher.
Parties, any questions for Ms. Fletcher?
(No response.)
CHAIRMAN HALL: Commissioners?

Commissioner Howard? No. Okay. All right.
Thank you, Ms. Fletcher.
MR. BUTLER: Like to call Mary Ann

McWeir (sic), please.
MARY ANN MOORE WEIR,

being first duly affirmed, testified as follows:
MS. WEIR: Hello. My name is Mary Ann
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10

12

13

14

15

Moore Weir. My address is 6000 Wedgewood Way

Columbia, SC 29206.

Thank you so much for the opportunity to
speak. I would say that it is not the fault of the
customers of SCE&G that they elected to put all of

their eggs in the nuclear basket and have only
recently come to solar and other renewables.

However, they are continuing to sell nuclear as a

safe renewable. Let us not forget the future unborn

generations who will be paying for the upkeep and

protection of the sites long after they are capped

and closed. Thank you.

CHAIRMAN HALL: Thank you, Ms. Weir.

Questions? Parties, any questions for
Ms. Weir?

16

17

18

19

20

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

much, Ms. Weir.

21

22

MS. WEIR: Thank you.

MR. BUTLER: I'd like to call Leslie
23 Minard or Minerd.

24

25

LESLIE MINERD,

being first duly affirmed, testified as follows:
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MS. MINERD: Okay. My name is Leslie

Minerd and my address is 2716 Blossom Street,
Columbia, South Carolina.

And I was going to apologize for not

10

12

( 13

14

15

16

17

18

19

20

21

22

23

going home and putting on a fancy suit, but I don'

think a fancy suit that I'e worn before has changed

your opinion. Arid then Bob reminds me that I wore a

barrel down here one time and that didn't seem to
make any difference either. But y'all remember my

barrel outfit?
CHAIRMAN HALL: I missed your barrel

outfit.
MS. MINERD: You missed it?
CHAIRMAN HALL: I was not on the

commission then.
MS. MINERDr Well, I'm just back from a

camping trip, so I didn't have time to go pick that
up or my suit. But I just wanted to -- I haven'

really thought about what I was going to say and

I'e been here several times before, so I guess I'm

repeating myself because it seems every time I'm

coming here it's to ask the commissioners to please
put a stop to SCE&G's railroading us on rate hikes.

24 We'e already been railroaded into
25 building a nuclear power plant through the Base Load
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Review Act, which of course is no fault of y'all's.

10

12

14

15

16

It's the fault of the legislators and they passed
that act about as quickly as they passed the act to
bring the flag down. It might have gone even

faster. None of us really knew about it.
The Base Load Review Act, which was

written -- I can't remember now, by either SCE&G or
Duke Power attorneys? Which one was it? Okay.

Well, anyway -- and I was listening to
what Ms. Fletcher had to say and there is a

sentiment out there. She was awesome. That -- and

I don't necessarily believe this, that we should get
rid of the Office of Regulatory Staff and Public
Service Commission. I know you guys make a few

dollars, but there doesn't seem to be any commission

or regulatory agency that really looks after the
consumer in this state and that is a very sad thing.

18 Because, Public Service Commission,

19

20

21

22

23

24

25

seems like you would be looking after us. But from

with it looks like on the outside, SCE&G just keeps

getting their way. And I mean, I know they'e a

monopoly; but there's -- is there -- what is -- what

is y'all's mission statement? Is it like the DHEC

mission statement? Don't y'all have a mission

statement? I mean, I don't know. I haven't looked
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look that up.

Does the Office of Regulatory Staff have

a mission statement'?

CHAIRMAN HALL: Ms. Minerd, you can ask

them questions
MS. MINERD: Okay.

10

12

13

14

15
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17

18

19
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23

24
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CHAIRMAN HALL: -- after your statement.
MS. MINERD: Okay. Well, my statement

is to please look after the people of this state.
It's ridiculous that something -- a woman's whose

name I didn't get, her air conditioning is 80 in the
summer. She doesn't cook in her house. Her house

is freezing and her bill is 190 a month. I know

that in other states utilities actually help
insulate houses and help them put in storm windows,

where we'd be helping the people, and they still
make money.

So I'm just asking to stop the train of

SCE&G and let's do something different. Let's do

some -- well, it's not different. Let's do

something to help the people of the state instead of

continuing in this habit of fleecing our

customers -- fleecing SCE&G customers whereas -- I

like what Joe says, we have been forced into
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becoming investors. That's not very democratic, you

2 know. This is a democratic state, I thought,
society. So I'm -- yes.

Okay. Public Service Commission, please
5 be servants to the public. It's in your name.

6 Thank you.

CHAIRMAN HALL: Thank you, Ms. Minerd.

MR. BUTLER: I'd like to call Antonio

Cardenas.

10

12

MR. CARDENAS: Cardenas.

MR. BUTLER: Thank you.

ANTONIO CARDENAS,

13 being first duly affirmed, testified as follows:
14 MR. CARDENAS: My name is Antonio

15 Cardenas. My residence is 300 Bosworth Field Court

16 in Columbia. I have lived in a house that I

17 purchased in 1992. The house was built in 1974.

18 The houses in my subdivision and the houses that are
19 in the surrounding subdivisions are roughly that
20 same generation. These are houses that are
21 approximately 25 to 30, some even 40 years old.
22 These were built when people didn'

23 think about utility bills because they weren't that
24 expensive. We had high wattage incandescent light
25 bulbs. We may have had one shop light that ran one
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incan -- one fluorescent tube in the garage and we

had freezers and utilities and appliances that ate
up electricity like it was nobody's business. That

is not the case anymore, ladies and gentlemen.

We now have high utility bills. We are
being asked or told or sold by the utility companies

on a regular basis to conserve. One of the
explanations they told us, well, if you save on the
use of electricity, it saves us money by not having

to build power plants. Now, I notice that song has

not been sung lately anymore. Why? Because they
decided to go nuclear.

Nuclear is probably the most expensive

way to generate electricity. It's the most

expensive to build. It is the most expensive to
maintain. It is the most expensive to keep safe.
And what are you going to do with all waste?

There's not a single state that wants to carry a

nuclear depository of that waste anywhere in this
county.

There's lawsuits flying all over the
place because nobody wants it in their backyard. So

what are we going to do with the stuff that the
Summer Plant is going to generate? Who are we going
to sell it to? Who are we going to transport it to?
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What trucks, what rail lines or going to take it?

10

12

13

15

16

17

18

19

20

So it doesn't sound like a very winning situation
for any of us, but yet we'e going to contribute to
that mess.

What I'e done over the last 15 years
since I'e been in that house, I have replaced every

single light bulb in my house to compact fluorescent
bulbs, every single house -- every single room has

those now. I bought a brand new heating and air
conditioning unit six years ago. At that time, it
was state of the art, the most energy efficient unit
I can afford. Okay?

I keep my house heated at 68 degrees in
the wintertime. Right now, as we speak, my house

doesn't go any cooler than 75 degrees. Okay? I

like to see anybody in here comfortably operate in a

house that's 75 degrees. As the lady said earlier
this evening, she keeps her house at close to 80.

But that is what we have to do because our utility
bills are eating us alive.

21 I am 57 years of age. According to
22

23

24

25

economists, I'm at the peak of my income. I, from

this point on, will start having my income go

gradually lower and lower as the years go on. What

am I going to do when every January I get a
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statement from SCE&G wondering what my utility bill
is going to be like?

You know what it is like for me right
now? It's stressful. I'm wondering what am I'm

going to do to make ends meet with that utility
bill. It is the most expensive utility bill that I

have and I'e done everything I was told to do.

I'e been playing ball. I don't think SCE&G has

been playing ball with me. Thank you.

CHAIRMAN HALL: Thank you, Mr. Cardenas.

Parties, any questions for Mr. Cardenas?

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

much, Mr. Cardenas.

MR. BUTLER: I'd like to call Barbara

18

19

Locklear, please.
BARBARA LOCKLEAR,

20

21

22

23

24

25

being first duly affirmed, testified as follows:
MS. LOCKLEAR: Good evening

commissioners and good evening my fellow SCEI'*G

payees. Very good. Yes. I like to keep things
light so I am

MR. RICHARDSON: Please state your name
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MS. LOCKLEAR: Oh, yes. I'm sorry.
3 Barbara Locklear and I at 617 Lyndale Drive, in West

4 Columbia, South Carolina 29170. And I live at the
5 airport. Okay.

I really have a problem with SCEI*G.

7 Like Mrs. Tillman, I keep my electricity, air
8 conditioner in the summer at 78. Sometimes when it
9 gets too cold in there, 80. And also like Ms.

10 Tillman, I keep my heat in the wintertime at 64, 65.

11 And I dress like it's wintertime in the winter in my

12 house because I don't want it to be 75 degrees and

13 then walk out into 30 degrees outdoors. And the
14 same with my electricity bill in the summer. Okay.

15 So I have cut back there.
16 I, like Mr. -- oh, gosh, I didn't write
17 his name, who just left. I have put the compact

18 fluorescent light bulbs in all of my fixtures. I

19 have windows that are -- have Argon gas in them that
20 I replaced when I bought my childhood home from my

21 big sisters when my parents died. And that keeps

22 the inside of the house cooler than outside. I'e
23

24

done all of these things.
I wish I had the money for solar panels.

25 And I wish South Carolina would ask all businesses
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to build a field next to their manufacturing plant
with nothing but solar panels because that would

help them manufacture their own electricity and they
could sell it back to SCE&G and give us a break on

our bills because I'e done everything I can.

My last bill before they raised the

10

12

I' 13

14

15

16

17

18

19

20

21

22

23

24

25

summer rates was $ 79. My next bill, where they
raised the rates for the summer pricing, was $ 158.

Of course, we'e had many days of 100 degree

weather, so I'e had to keep my -- my air
conditioning has run for three time -- all day long

because of the heat. And it is an older one, so I'm

looking to buy a new one.

So I'm doing everything on my side, but

I just hate my SCE&G bill. And I said, doggone it,
I'm not going to give them a penny more than I can

afford to be comfortable. Because it has -- they
have gone -- they'e out of control with our money.

Our constitution says we have the right to life,
liberty and the pursuit of happiness. And I'm

paying my happiness to SCE&G and I'm tired of it. I

really am.

And to have to pay for -- I'm not -- I'm

very against nuclear energy. When was the last time

one was built here in this state? I don't know. I
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mean, in this country. In Europe, they don't built

2 anymore because of Chernobyl and because of Three

3 Mile Island in Pennsylvania.
I'm beg you to listen to me for maybe

5 another minute, hopefully not much longer. But we

6 really need to get away from nuclear energy. It'
very unsafe and it is -- it costs too much. I think
that in a state where we don't like the word

socialism, maybe even commu -- no socialism, that it
10 is wrong that SCEI*G is making us pay to build this
11 power plant that nobody wants.

12

13

14

I would move from Jenkinsville if I knew

they were building that. And so no one wants it.
It's very dangerous. That is 1970s and we are way

15 past 1970. 1940s? Okay. Thank you.

16 And another thing is we have beautiful
17 sunshine every day. Please see if we can't get the
18 state to help people put solar panels on their homes

19 like the federal government did. I didn't have the
20 money. I don't have the money now and I won'

21 because of SCEI*G. And I 'm just fed up with the hike
22

23

24

rate because that's my most expensive bill besides

my mortgage, like I think Mr. Codeski or -- I'm

sorry. I forgot your name. I didn't write it down.

25 But like he said, my most expensive bill and several
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other people that I'e written down their names.

No power plant. We don't need it.
Solar panels, renewable sources of energy

CHAIRMAN HALL: Okay.

MS. LOCKLEAR: -- in our state.
CHAIRMAN HALL: Thank you, Ms. Lockleaz.

MS. LOCKLEAR: Yes.

CHAIRMAN HALL: Parties, any questions
for Ms. Locklear?

10
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(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

much, Ms. Locklear.
MS. LOCKLEAR: Thank you.

MR. BUTLER: Like to call Mr. Randy

Childress. Randy Childress, please.
RANDY CHILDRESS,

being first duly affirmed, testified as follows:
MR. CHILDRESS: Randy Childress, 3611

Co-op Street, Columbia 29205.

I'l keep this short. SCA -- I'm sorry,
SCE&G is a monopoly with guaranteed return and no

risk to its stockholders on this nuclear issue.
What is their incentive to control any costs at all
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on this since their getting a percentage? Y'all are
the only ones who can make this accountable. And

all I ask is please look after us 800,000 people
4 y'all are responsible for. Thank you.

CHAIRMAN HALL: Thank you.

MR. CHILDRESS: Any questions?
CHAIRMAN HALL: Thank you, Mr.

Childress.

10 Childress?
Parties, any questions for Mr.

12

13

14

15

16

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

much, Mr. Childress.
MR. BUTLER: Okay. Madam Chairman, the

17 next name on the list is Ms. Sandra Wright; but I

18 believe she testified this morning.

19 Ms. Wright, I'm sorry; but we can only
20 take you one time. Thank you.

21

22

I'd like to call Mr. Geozge O'Day.

GEORGE O'DAY,

23 being first duly affizmed, testified as follows:
24 MR. O'DAY: Thank you vezy much. My

25 name is Geozge O'Day. I live in Columbia at 2331
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10
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25

Wesley Drive.

I use SCE&G energy. Also, I own SCANA

stock. I'm just going to kind of vaguely think just
from SCE&G. You know, I'e been back in Columbia,

oh, 35 years after the military. I remember SCE&G,

just a couple of things, when they used to have the
bus service as a monopoly. They had to do the bus

service as part of the monopoly. And, eventually,
they worked a system out where the City bought it.
Soon after that it became a boondoggle and the City
has to pay for it, taxpayers have to pay for it. So

SCE&G doesn't have to do that anymore.

At the lake, they sold all the property
around there to mostly wealthy people who can buy

it. There's not many people -- not many land places
to go for the working class. You know, they got a

couple of swimming areas and some docks to go to.
Just some of those histories.

You know, the American Revolution, I

think, started with the tea party, Boston tea party
because there was taxation without representation.
And I feel the same way with SCANA coming to us as

users, that we are being charged to pay taxes
without any representation other than, I understand
of course, maybe the commissioners. I understand
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385y'all are elected by the legislators and we know how
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the politics are in America, how it's been for 30

years. It's not really very representative of the
people's wishes.

SCANA also fights or has fought solar
power. They don't want that, you know, because they
don't want that competing with their stuff. As a

video producer, I worked with Savannah River Site
doing a nuclear plant, things down there, defense
waste process facility, some other stuff. Every

project went way over budget, from a billion to
seven billion. Defense waste process, I don't know

if it's even -- I think it's operational now. They

can't finish everything there. Also seven years
past due. Other projects, the same thing.

So nuclear, from what I gather, is very
intensive cost factors and a lot of uncontrollable
situations going on. The big thing that irks me is
we have to pay for this. Whether the stockowners

do, I don't know? I think we should be getting
something back. What are we going to get back? We

have power plants. Who is going to use the power?

You know, I know we'e got Santee Cooper

involved. I think they'd love to get rid of their
share, too. I don't know. Ivly feelings are they got
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stuck with it. I just think that -- you know, I

wish the public, the people that use this energy
could have a voice in it. That we could actually
vote on what we should do. And, also, we'e having

to pay taxes for all this. What are we getting back

in return for it in the future?
Also, the waste. Gee, in the nuclear

10

12

( 1 13

14

15

16

17

18

19

20

21

22

23

24

field, there was Yucca Mountain. There was supposed

to be have been two suppositories in this country
when that whole thing was developed. There's not

even one that's operational today. Everything -- as

I understand it, all the nuclear waste is sitting on

the sites of every nuclear power plant around. We

know what's happened over in Japan and other areas.
Who knows? I mean, that's a very probability
pretty much bad stuff that can happen there.

I don't know. You'e probably too far
into this plant to even change it, even if you

wanted to. I don't know. I'm not up to speed on

that. My situation is I think the stockholders
should be more skin into this game. They should be

responsible for the cost overruns, which are going
to continue and the time is going to continue, too,
on that. You know, that's a given.

25 I thank you very much for your time
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CHAIRMAN HALL: Thank you, Mr. O'Day.

Parties -- Mr. O'Day, if you can just
stay seated, please, until I

Parties, any questions for Mr. O'Day?

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: All right. Thank you so

much, Mr. O'Day.

MR. BUTLER: Like to call James Crosby,

12 please. James Crosby.

13 JAMES CROSBY,

14 being first duly affirmed, testified as follows:

15

16

MR. CROSBY: My name is James Crosby. I

live at 1605 Alta Vista Drive, Columbia, South

17 Carolina.
18 And I'm here today as a citizen,
19 speaking for myself and my elderly mother and other
20 people in my family. I was listening to the news

21 and I heard that you were having the hearing
22 tonight. So I called the Public Service Commission,

23 got the address and I'm here. The reason I am

24 here

25 CHAIRMAN HALL: Mr. Crosby, if you could
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MR. CROSBY: The reason that I am here
is because I was here for the last hearing when you

4 first decided to build a nuclear plant. And at that
time, I was much younger. My mother was much

6 younger. She's 92 now. Her light bill today was

$ 238, which I'm sure that she doesn't have to pay.
And the way I'd like to put this where

maybe you can understand it is that we haven'

10 received any service over the last seven or eight
years from this nuclear plant. There's a

12 possibility, more than likely, that neither of us

13
)

ever will. And I'm just asking you to please take
14 this into consideration. Thank you.

16

17

18

CHAIRMAN HALL: Thank you, Mr. Crosby.

Parties, any questions for Mr. Crosby?

(No response.)
CHAIRMAN HALL: Commissioners?

19

20

(No response.)
CHAIRMAN HALL: Okay. Thank you so

21 much, Mr. Crosby.

22

23

MR. CROSBY: You'e welcome.

MR. BUTLER: Like to call Mr. Tom

24 Howell. Tom Howell, please.
25 TOM HOWELL,
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being first duly affirmed, testified as follows:

MR. HOWELL: I'm Tom Howell. I live at
725 Montague Road, Columbia 29209.

I think that nuclear power has been a

10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

very unwise investment for this state considering
the increasing

CHAIRMAN HALL: Mr. Howell, if you can

pull that microphone a little bit closer to you

mouth, please.
MR. HOWELL: Considering the increasing

costs of construction, as I understand it, few if
any nuclear plants have come in on time and on

budget. We are using a technology that produces a

lot of radioactive waste. That waste will be

dangerous for centuries, possibly over 200

centuries. What will be the bill for safely storing
all of that waste and who will pay it? I suspect
the taxpayers are going to pay it.

We would be much better off to invest in
solar power. I understand that there's an estimate
that South Carolina has been rated as 10th in the

nation, along with Mississippi and Georgia, for
solar potential. I do not think that South Carolina
Electric & Gas should get automatic approval for any

rate increases and their construction costs. Thank

A I p A. WILLIAM ROBERTS, JR., & ASSOCIATES (800) 743-DEPO Page 389
scheduledepo.corn



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
386

of739

Petition of SC Electric and Gas v
In Re:

you.

Public Hearing
July 21, 2015

390

CHAIRMAN HALL: Thank you, Mr. Howell.

Parties, any questions for Mr. Howell?

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

8 much, Mr. Howell.

MR. BUTLER: Like to call Gerald

10 Rudolph. Gerald Rudolph, please.
GERALD RUDOLPH,

12 being first duly affirmed, testified as follows:

(
14

MR. RUDOLPH: My is name Gerald Rudolph.

I live at 1038 Corley Mill Road in Lexington.

I want to express my concern about the
16 CEO of SCANA, who bet the farm on this nuclear power

17 plant and his refusal of -- SCANA's refusal to make

18 the investors pay for this, any of this, and raising
19 the rates on the people of South Carolina. It'
20 doomed to failure.
21 The solar panels are becoming cheaper

22 and cheaper. Alternative power is becoming cheaper
23 and cheaper. And I think it's time that we got rid
24 of the CEO of SCANA, who is so in love with nuclear
25 and got somebody else. And the ones who are sitting
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in front of me are the ones who are going to hold

2 the tab for that or the responsibility for -- for
this failure. Thank you.

CHAIRMAN HALL: All right. Thank you,

5 Mr. Rudolph.

10

Parties, any questions for Mr. Rudolph?

(No response.)
CHAIRMAN HALL: Commissioners?

(No response.)
CHAIRMAN HALL: Okay. Thank you so

11 much, Mr. Rudolph.

12

13

MR. BUTLER: Madam Chairman, that does

complete the list of witnesses for the public
14 hearing this evening.

16

17

CHAIRMAN HALL: Okay. Thank you so much

to everyone who came out and shared your testimony.
We do appreciate it. We'l resume our merits

18 hearing at 10 o'lock in morning and this hearing is
19 adjourned.
20

21

(The above was adjourned at 6:52 p.m.)

22

23

24

25

p,
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I, Wanda K. Cecil, Certified Court

10

Reporter and Notary Public for the State of South

Carolina at Large, do hereby certify that the

foregoing transcript is a true, accurate, and

complete record.

I further certify that I am neither

related to nor counsel for any party to the cause

pending or interested in the events thereof.

12 Witness my hand, I have hereunto affixed

13 my official seal this 29th day of July, 2015, at

Columbia, Richland County, South Carolina.

15

16

17

18

19

20

21

22

23

25
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Wanda K. Cecil
Certified Court Reporter
Notary Public
My Commission expires
December 28, 2016
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PROCEEDINGS
CHAIRMAN HALL: Thank you. Be seated. Good

morning, everyone. I think we can resume, if there

are no preliminary matters we need to take up

before. None?

10

12

13

15

17

[No response]

Okay, Mr. Guild.

MR. GUILD: Madam Chair, yesterday, we

identified and you admi tted an exhibit, and I

wanted to substitute a clean copy of that exhibit

for the exhi bit that had been previously marked as

Hearing Exhibit 3, and that is identified as

"Amended Exhibit G (clean version)" entitled
"Retail Rate Impact Projections, " and it ' from the

current revised rate docket, 2015-160-E. I just
ask it be substituted for the previously marked

Exhibit 3.

19

20

21

22

23

25

CHAIRMAN HALL: Okay. Thank you.

MR. GUILD: Thank you.

[WHEREUPON, the document previously

marked as Hearing Exhibit No . 3 was

withdrawn, being then replaced with

"Amended Exhibit G (clean version)" as

identified above, which was then marked

and received in evidence.]
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10

12

13

14

15

16

17

18

19

20

21

22

23

24

THEREUPON came,

STEPHEN A . B Y R N E

recalled as a witness, who, havi ng been previously duly

affi rmed, was examined and testifi ed further as follows:

CHAIRMAN HALL: Welcome back, Mr. Byrne.

WITNESS: It's good to back. I wasn't sure if
there might be any public witnesses, or not.

MR. GUILD: Madam Chair, may I proceed?

CHAIRMAN HALL: Go ahead, sir.
FURTHER CROSS EXAMINATION

BY MR. GUILD:

Q Good morning, Mr. Byrne.

A Good morning.

Q Before we resume where we left off — before we resume

where we left off yesterday, I wanted to rai se another

matter of concern. As I understand it, Westinghouse,

the prime contractor and EPC consortium head, 1s now a

sub of Toshi ba Corporation, the Japanese company; is
that correct?

A That's correct.

Q And are they a 100 percent owner of Westinghouse?

A I don't believe so.

Q About 87 percent, does that sound like a correct

proportion of ownership?

25 A That sounds right.

OL OF
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Q Okay. We read in yesterday's paper that — per Bloomberg

— "Toshiba executives resign over $ 1.2 billion
accounti ng scandal." Are you aware of thi s development

at Toshi ba?

5 A I' aware that they had some accounting irregularities
that were bei ng looked i nto.

7 Q Yes, and that thei r chi ef executi ve resi gned . There '

10

12

13

15

16

17

20

21

22

23

25

as recounted, the Toshiba management commissioned an

independent investigation some months ago that

ultimately led to yesterday's development, and in part

of that investigation, they identified an understatement

of expenses and overstatement of projected earnings for

Toshi ba . And, in part — I want to bring thi s to your

attention and ask if you can comment on it. Independent

investigators call it a Case G, the protection of

certai n i nformati on; they don't name the clients. But

the report says that Case G is for the deals

Westinghouse won between 2007 and 2009 for the deli very

between 2013 and 2019, and the deal was worth $7.6

billion as of Narch 2009. Going on, "In 2013, for the

second-quarter earni ngs, Westinghouse estimated the

increases in the total construction cost at $ 385 million

because of changes in design and delays in construction.

Toshi ba, however, decided to record only $69 million in

its accounting book under the premise that the

OL OF
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construction time can be shortened and call the client

to account."

Now, would that client be you?

A I have no idea what you'e reading from. Haven't seen

it. So I can't comment on it.

10

12

13

15

16

17

18

20

21

22

23

25

Q It goes on, "The investigators, however, found no ground

for such a premise," and that is, that the client would

pay, "and concluded Toshiba should have put the

increases at $385 million, as Westinghouse suggested .

" For the third-quarter earni ngs, Westinghouse

esti mated the increase in constructi on costs at $401

million, but Toshi ba management decided to reduce i t to

$293 million in order to limit the impacts of the cost

increases on the company's profit to only $255 million.

But then, in the fourth quarter, Toshiba and

Westinghouse agreed on the cost increases at $ 401

m111ion."

Now, you said you'e not aware of those

observations in that investigative report . You haven '

looked into that?

A My understand1ng is that the report was i ssued in

Japanese just this week, that it has not yet been

translated into English.

Q Evidently, Bloomberg translated it. The question for

you, though, is, if Toshi ba 1s out there telling the

OL OF
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public that they are going to recoup more money from

you, I want to know what you think that i mpact would be

on your ability to negotiate a favorable outcome in your

construction disputes with the consortium.

A I don't know that Toshiba has been out there saying what

you say they have been

saying 

. I think you 'e reading

from a Bloomberg report, and I don't think that has any

bearing on our negotiations with Westinghouse.

9 Q All right. You'e satisfied that the resignation of the

10

12

13

CEO of the consortium's owner and the scandal about

misstating thei r books has no beari ng on your

negotiati ons in resolving the disputed contract wi th the

consortium, That ' your position?

A That's correct.

Q Is that a prudent position to take?

A Is it a prudent deci sion to take — or posi ti on to take?

17 Is that your question?

19 Q That's my question.

A I don't think it's an imprudent position to take.

20 Q on page 39 of your testimony and in your summary

21

22

23

25

yesterday, you sai d, in substance, that while you'e
presenting this Commission with a schedule, as we'e
identified projects an additional 38 months and 19 days'elay

for Unit 2, you say these schedules can and almost

certainly wi 11 change. Line 19, page 39. You see that?

OL OF
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A Page 39, line 19. Yes.

Q All right. Now, they'e going to change. Have they

ever changed to the advantage of the company and

ratepayers? Have you ever accelerated the projected in-

service date for either unit — for unit 2? Let's take

that.

10

12

13

15

17

18

19

20

21

22

23

25

A Have we ever accelerated the in-service date for Unit 2.

Q Yes.

A The schedules we get, we get monthly. So those

schedules factor in everything that has happened up to

that point in time. And I believe that the Unit 2

schedule would have changed positively from the dates

that we'e discussing now, but we would not necessarily
bring those forward because this is a long-term project

and a fluctuation in one month wouldn't necessarily
dictate a change that we would bring to the Commission.

Q Well, I'm not concerned about the one-month

fluctuations. What I'm concerned about is, have you

ever come to this Commission and asked for a revised

schedule that accelerated the expected commercial

operation date of Unit 2 or Unit 3?

A We have not.

Q All right, And so when you say here that you expect

these schedules to change, you don't expect them to

change except to slip even further than they'e slipped

OL OF
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already.

10

12

13

15

16

17

18

19

A Is that a question?

Q It is a questi on.

A What was the question?

Q I will repeat. Your schedule is going to slip, and it'
going to slip in only one direction; it's going to slip

by extending the schedule even further, if i t changes at

all. Isn't that right?

A No, that's not correct.

Q Then which direction do you expect the schedule to be

revised? Are you coming to thi s Commission and telling
us that you'e going to actually come back to the

Commission and tell us that we 'e going to get the job

done even quicker than you are now telling them?

A The schedule is going to change in one of two

directions, and it is entirely possible that the

schedule could be accelerated for one of the two units.

Q For what? I'm sorry, I missed that last.
A It is entirely possible that the schedule could be

20 accelerated for one of the two units.

21

22

23

Q I see. How about for Unit 2?

A I would say that that would be unlikely for Unit 2.

Q Unlikely. As we have identified, for Unit 3, if you

25

miss the current schedule by six months, you lose the

production tax credits, unless you can wave a magic wand

OL OF
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10

12

13

15

16

17

18

19

20

21

22

23

25

and get Congress to change the law. Isn't that true?

A I don't have a magic wand, so wavi ng a magic wand is not

something we would have in our repertoi re. But, I do

believe that we could approach Treasury and DOE, and we

could likely effect a change to the way that they

interpret the rule.

Q And you said that ' likely . Do you thi nk that ' a

pretty speculative position to take at this point i n

ti me, that you'l be able to change the law to your

benefit?

A You asked me a question about what I thought we could

do, and I still think that is entirely possible.

Q And you—

A Is it speculative?

Q Yes.

A I'd have to say, yes, it's speculative.

Q It is. But my numbers are right: Six months'lippage
for Unit 3 would, as the law now stands, deprive you of

eligibility for production tax credi ts for that unit?

A Yeah, we are very concerned about the second unit and

doi ng anything we can to try to accelerate the in-

servi ce date for that second uni t .

Q And approximately another i B months 'lippage would

deprive you, under current law, of eligibility for

production tax credits for Unit 2?

OL OF
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10

12

13

15

16

17

19

20

21

22

23

24

25

A That sounds correct.

Q And you'e proposing an approval of a contract slippage

today of 36 months and some days, correct?

A Yes . Over the — are you talking about over the original
or over the last approved dates?

Q Over the original schedule.

A Yes.

Q All ri ght . So, begi nni ng at page 1 7, you tick off sort

of the major, I would just call them, challenges. You

describe this as a highly complex project with thousands

of independent tasks.

MR. GUILD: I 'm looking at page 17, line 16

and following, Madam Chair.

BY MR. GUILD:

Q Highly complex, thousands of independent tasks, multiple

opportunities for problems and delay, even where

contractors and subcontractors use great skill and care.

lhen you go on and identify what you understand to be

the major challenges appearing today. Correct?

A That's correct.

Q Number one, enforcing the EPC contract while maintaining

a working relationship with Westinghouse Electric

Company/CB&I. Number two, page 18, line 15, maintaining

financial community support through a predictable

regulatory environment for the project. Number three,

OL OF
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10

12

13

14

15

16

17

18

19

20

21

22

page 19, line three, modules and submodules. Number

four, page 20, line seven, shield building air inlet and

tension ring. Line 19, product1vity factors. Page 22,

line 10, testing and startup. Page 24, line three,

fai lure to obtai n NRC certification of the full-scope

simulator. Page 25, line 12, retai ni ng operating staff
in the face of delay. Line 20, instrument and control

acceptance testing . Did I enumerate your list?
A You seem to have enumerated the list.
Q Mr. Byrne, you are constructi ng thi s plant in a highly

regulated envi ronment. We'e discussed this earlier.
The Nuclear Regulatory Commission licenses your plant,

and inspects and oversees the quality of your

construction. Isn't that correct?

A They do.

Q And the basic principle that is un1que to a nuclear

power plant, as distinct from a coal plant or a gas

plant or a solar farm, is there's a set of regulatory

requirements referred to as Part 50 Appendix B, NRC's

quality assurance cr1teria, correct?

A That's correct.

Q What does "quality assurance" as it's used 1n those

23 regulatory requirements mean to you?

25

A It means that parts and pieces have to be procured with

a certain pedigree, and that the procedures and
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processes to receive and install those components have

to meet a certain standard. And then the labor to

install it has to be done in accordance with procedures,

and the documentation has to be maintained along the

way.

6 Q Okay .
I' reading now from the i ntroducti on to the

provi si on. "Quality assurance comprises all those

planned and systematic actions necessary to provide

10

12

13

15

16

17

18

19

adequate confidence that a structure, system, or

component will perform satisfactorily in service.

Quality assurance includes quality control, whi ch

comprises those quality assurance actions related to

physical characteristics of a material, structure,

component, or system which provide a means to control

the quality of the materials, structure, component, or

system to predetermined requirements."

Now that's the black-letter language. That's
consistent 

'with your understanding that you just
summarized?

20 A Yeah, well, your reading from Part 50?

21 Q Yes.

22 A Yes. Appendix B?

23 Q Now, the quality assurance criteria comprise a series of

numbered criteria, I through XVIII?

25 A I don't have that memorized.
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Q But Quality Assurance Criteria I, "Organization,"

encompasses, among other things, the principle of

independence from cost and schedule pressure for quality

considerations in nuclear construction. Are you

familiar with that general principle?

6 A I'm familiar with the general principle. I'm not sure

exactly what you'e referring to.

8 Q I'l read it.
9 A Okay.

10 Q "These persons and organizations, " and that ' referring

12

13

15

16

17

to people who carry out quality assurance functions—

"These persons and organizations performi ng quality

assurance functions shall report to a management level

so that the required authority and organizational

freedom, including suffi ci ent independence from cost and

schedule when opposed to safety considerations, are

provided." Are you familiar with that provision of—

III A Yes.

19 Q — the QA Criteria? And how does that principle get

20

21

embodied in the way you conduct activities at the Summer

construction site?

22 A We have a quality control/quality assurance organization

23

25

that we would call quality services, and the quality

services organization does business with a quality plan.

And the quality plan outlines their duties and
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responsibilities. And they have stop-work authority at

the units, so they can stop the work independent of any

other group. And they do observati ons. They look — the

quality assurance group will look mostly

programmati cally at thi ngs; the quality control group

would look mostly at in-field activities . They wi 1 1

write surveillance reports. And as I said before, they

have the right to stop the work if they see a quality

issue,

Q All right. So there are duti es at the site, among many

other QA duties — quality assurance duties — that

include quality control inspections; is that right?

A That's correct.

Q And if I were a quality control inspector and let's say

I was looking at welds — my job was welding i nspecti on

and I found that observing a weld on a component or

submodule failed to meet acceptance criteria, I would

have the authority to stop work until that deficiency

was corrected?

A That is correct.

Q And that's implicit in the basic principles of the

Appendix B Quality Assurance Criteria, i sn't it?
A I would say yes.

Q So if somebody finds the work is not bei ng done ri ght

and they 'e going to exercise that authority — and I'
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an hourly quality-control inspector — but at the same

ti me, my management tells me that thi s project is way

overbudget, way behind schedule, that there are

tremendous costs and schedule pressures to get the job

done, do you acknowledge that that quality control

inspector and other QA personnel are under implicit
pressure to not stop work and not interfere with meeting

the project schedule?

A No.

10 Q You don't recognize that conflict?

A Conceptually, I recognize a conflict . But in the

12

13

15

16

17

nuclear industry, we'e been doi ng business thi s way for

decades. The QA and QC folks understand what their
responsibilities are. In fact, it's a federal offense

to threaten a quality control or quality assurance

inspector. These folks recognize that they can do their

job with impunity.

18 Q All right. Even when they know the consequence might be

19

20

21

22

i0s or i00s of millions of dollars in additional delay,

additional rework, additional lost profits for Toshiba

Corporation, they feel free to exercise that stop-work

authority?

23 A I think the potential for a defective component would

25

have far greater consequences and costs down the road

than they would today. Stopping somethi ng, finding it
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in the field, finding it now is generally going to be

less expensive than finding it out somewhere down the

road.

Q And you think—

A We have committed to construct these plants in a quality

fashion.

10

12

13

15

16

17

18

19

20

21

22

23

24

25

Q And you think that a quality control inspector takes

those longer-term cost calculuses into account when they

decide whether or not to exercise that stop-work

authority?

A I can't get into the head of every inspector 1n every

company and every part of the world. I can speak for

our folks.

Q Now, when a quality problem is identified in nuclear

construction, aside from — let's take that weld example

— aside from fixing the bad weld, which might involve

cutting out the bad weld and doing it over agai n-
mightn't it?

A It certainly might.

Q Aside from fixing the actual problem that's been

identified, what role, if any, is there for trying to

understand the root cause of that deficiency, to see to

it that the cause is identified and corrected so that

there is not a recurrence of that problem?

A You just embodied our corrective acti on program. That
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corrective action program is a form of documentation

that, one, identifies the problem, will identify short-

term corrections to the problem — i.e., repairing the

weld — but it also looks at the corrective actions to

prevent recurrence. And if we get to a formal root-

cause analysis, we look at what was the reason that .

happened in the field.

Q So that's helpful. I sort of understood in your answer

there that — when you say, "If it gets to that formal

root-cause analysis," et cetera, what is the sequence of

judgments that lead from i denti fyi ng a single defect to

determi ni ng that there is a need to do a formal root-

cause analysis, Nr. Byrne?

A Yeah, our correcti ve acti on program does defi ne how you

evaluate each condition that you find, to determine

whether or not a root-cause might be required. You can

have — our corrective action program will encompass

thousands of documents and it can be anything from

somebody violated the dress code — and, obviously,

you'e not going to do a root-cause on that, unless it
happens 20 or 30 ti mes — to something like a defecti ve

weld. You also look at how significant the issues are.

Certainly, if it's a nuclear-safety-related component,

that's more significant than a non-nuclear-safety-

related component. And you look at how repetitive
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things are. So you blend these things and you look at

whether or not, based on the aggregate impact, you might

want to do a root-cause, or based on just the multiple

iterations of a certain activity, you might want to do a

root-cause.

6 Q Right.

7 A And we convene a panel that evaluates all the corrective

acti on documents, and they would also determine whether

or not a root-cause might be necessary.

lo Q All right. So to paraphrase, I hear you saying that the

12

seriousness of the defect, in part, would warrant a

root-cause analysis?

13 A That's one factor that goes into consideration.

Q And the potential safety significance of it, whether it
15 relates to a safety-related component or a piece of

material in the plant, correct?

17 A That's correct.

lII Q And that elevation of an individual defect i nto

19

20

21

requiring a larger root-cause analysis and corrective

acti on program, that is driven by NRC requirements, as

well, is it not?

22 A It is.

23 Q And you implement those requirements through your si te-

24 specific or company-specific program?

25 A We do,
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20

Q Are you familiar with the requirements of NRC's

Regulation 10 CFR Part 21.21? That's entitled
"Notification of Failure to Comply or Existence of a

Defect and its Evaluation."

A Yes.

Q And just to paraphrase for the Commission, what does

that Part 21.21 regulation require of you?

A If you find a part or a pi ece that is nonconforming and

you want the rest of the industry to understand that

this part or piece may be nonconforming, you have

reporti ng requirements under Part 21 to let the Nuclear

Regulatory Commission know, such that information can be

disseminated throughout the industry, particularly if
it's something to do with a specific vendor that

everybody may do business with.

Q All right. And can we agree, as the Regulation

provi des, that these are devi ati ons and defects, quote,

"associated with substantial safety hazards"?

A Yes.

Q So that's the threshold for a Part 21 notification,

21 correct?

22

23

24

25

A That's correct.

Q And, in turn, the NRC has provisions in 10 CFR Part

50 . 55 (e) (4) . Are you familiar with a 50 . 55 (e) (4)?

A No.
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Q I' reading 
. This was sub i i i of that section . "The

holder of a facility constructi on permit subject to this
part, combined license, or manufacturing license, who

obtains information reasonably i ndi cati ng that the

quality assurance program has undergone any significant

breakdown discussed in paragraph" such-and-such above

"of this section must notify the Commission of the

breakdown in the quality assurance program through a

director or responsible officer or designated person as

discussed in paragraph" such-and-such. Does that

refresh your memory?

A Yes.

Q So if you find that there has been a breakdown in the

quality assurance program — not simply a defect that, as

in Part 21, requires notifi cati on of the industry as you

say — you'e got to tell the NRC if there is a potential

breakdown in the quality assurance program, correct?

A That's correct.

Q Have there been occasions when there have been required

notifications under ei ther Part 21 or Part 55, regardi ng

activities or components or materials associated with

the Summer station?

A There have.

MR. GUILD: Madam Chai rman, I ask thi s

document be marked for identification. It's a
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series of documents and the top page is an NRC news

release with the date of February 23, 20i5.

[WHEREUPON, Hearing Exhibit No. 5 was

marked for identification.]
MR. GUILD: I 'm handing the witness a copy of

what's been marked for identification as Hearing

Exhibit 5 [indicating] .

WITNESS: [ Indi cat i ng . ]

10

12

13

15

16

17

18

19

20

21

22

23

25

BY MR. GUILD:

Q All right. Do you recall learning, on or about February

23, that the NRC was going to undertake a special

exception at the Summer Station?

A A special inspection?

Q Yes.

A Yes.

Q And this had to do with, as they summarized in the first
paragraph of the NRC's news release, what they

characterize as inadvertent damage to the containment

vessel duri ng construction of Unit 2 . You 'e familiar

with that?

A I am.

Q They have a quote from the regional admi ni strator,

Victor McCree, and he says the damage appears to have

been minor, et cetera, and they'e goi ng to look down—

I'l read it. "'While the actual damage appears to have
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12

13

15

been minor, we want to make sure we completely

understand its potential impact and the apparent

breakdown in controls that might have preventedit,'ai

d NRC Region II Admi ni strator Victor McCree." Quote,

"'We are also concerned about the delay in CBRI

reporting the issue,'" close quote. Now, are you aware

of the NRC's concern in that regard, that is, the delay

in reporting the issue?

A I am.

Q If you turn to the next page, this is an excerpt from

the June 10, 2015, inspection report by the NRC,

documenting their observati ons and the results of that

inspection. Are you familiar with that report?

A I am.

MR. GUILD: Madam Chair, I'd ask that what'

16

17

been marked for identification as Hearing Exhibit 5

be received in evidence.

18

19

20

21

CHAIRMAN HALL: All right. Any obj ection?

MR. ZEIGLER: No objection.

CHAIRMAN HALL: All right. Hearing Exhibit

No. 5, then.

22

23

24

[WHEREUPON, Hearing Exhibit No. 5 was

received in evidence.]

MR. GUILD: Thank you.

25
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BY (iR. GUILD:

Q Now let me get you to turn, please, to the page that'

unnumbered; i t ' entitled "Report Details" and is

several pages into the document. You see that?

A I do.

Q Now, here, the NRC i nspector documents thei r fi ndi ngs

based on the site inspection. I want to draw your

attention fi rst to the fi rst entry under "Sequence of

Events." Do you see that?

A Yes.

Q So it says here, "Layer 2 of reinforced concrete was

constructed...As part of this construction, vertical

rebar dowels were installed and these dowels extend up

into the construction layer above layer 2 (layer 3) . At

the time of the NRC Special Inspection, layer 3 concrete

had not been poured, but construction of layer 3 rebar

and embed plates was in progress." Are you familiar

with that status of the plant at the time?

A I am.

Q I wonder if we can get the slides put up that you had

yesterday, and perhaps you can help us understand what,

specifically, we were talking about in this

detail 

.

A [ Indicating.]

[Reference: Hearing Exhibit 4/SAB- 1 Page 7]

This slide shows the inside of the containment
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vessel, If you look at the concrete that is at the base

of this diagram—

Q The lower right of the photographs?

A This area right in here [indicating].

Q Yes, sir.
A — that would be layer 2. You can see that there'

reinforcing bar, or rebar, sticking up from layer 2.

Layer 3 had not yet been poured at this poi nt i n ti me.

Q All right. Thank you, that helps. Layer 3 — keep that

slide up, please, and let's just follow that. Layer 3

would then be poured on top of layer 2 to encompass the

rebar that's protruding vertically; is that right?

A That's correct.

Q Okay. And what are the dowels that are referred to in

the inspection report? Tell us what the doweis are that

they'e talking about.

A The reinforcing bar that's goi ng vertically?

Q I don't know; I'm aski ng you.

A The reinforcing bar that's going vertically.

Q Thank you. All right. So, on January 9th, and that'

the second-paragraph entry under "Sequence of Events,"

January 9, 20i5, it says, "CBRI surveyors and carpenters

laid out the ' line, ' that ' in quotes, "on layer 2

concrete inside the containment . The N line is the

north-south bisector of the contai nment horizontal
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cross-section and is used as a reference for locating

layer 3 embed plates. The surveyors marked two poi nts

on the N line. However, the carpenters drew a line

offset to the east by one foot off the true" North

"line, due to vertical rebar dowels interfering with the

chalk line." Now, Hr. Byrne, I was a frame carpenter

when I was in law school in the summertime, and I would

run a chalk line on a concrete pad . Just basically
stretch that line out, if you'e got a lot of blue chalk

on it, and somebody would go in the middle and twang the

line and it would leave a chalk mark, and that would be

a reference poi nt for deci di ng where you 'e going to put

things, like maybe a footer that was goi ng to be a wall

at some point. That', in essence, that these

carpenters were doi ng, is laying a baseline from which

to measure to install components, correct?

A In essence, yes.

Q What does it mean when it says they couldn't lay the

line where it was supposed to be and they had to move it
over a foot? What does that mean?

A I don't think it meant that they had to move it over a

foot; I think that they'e saying that the dowels

interfered wi th the line, and when they snapped the line

it was a foot over.

Q Okay. So they'e supposed to put the line at a certai n
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place. They stretch the line out — that chalk line-
and there's some dowels or rebar protruding up where

that line would otherwise go; is that right?

A I'm reading like you are. I wasn't there when it
happened, so I'm not exactly sure. But that's the

i nference I would draw from the text.

Q Yeah, but you'e the boss, so what did you find out?

That's what I — I want to know what actually happened.

A The CB&I folks wi 1 1 admit that they made a mistake .

Q Yes, they made a mistake.

A That's what happened.

Q But it's a mistake that sounds to me like it should have

been

anticipated 

. They run the chalk line; there '

something in the way of the chalk line. What are they

supposed to do that they didn't do?

A There should have been another check to verify the chalk

line was in the correct location. They didn't do that.

Q Okay. Reading further, that same entry, the second

paragraph of the 9th of January 20i5, "CB&I carpenters

marked the centerlines for embed plates Pi, P2, P3, and

P4 on the containment concrete. However, these were

different carpenters," different carpenters, "that did

not realize that the chalk line for the N line was

offset by one foot; thus, the centerlines for the embed

plates Pi through P4 were inadvertently offset by one
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foot." Did that actually happen?

A I' going to presume that, since it ' in a Nuclear

Regulatory Commission report, it did happen.

Q Yeah, I don't want you to presume that. Did you

i nvestigate and confirm that that second acci dent or

second mistake or error or nonconformance happened; that

is, that they put the markings for these plates in the

wrong place?

A Yeah, we have reviewed the root-cause that was done by

10 CBKI for this issue—

12

13

15

16

17

20

21

Q Sure.

A — and we believe that the root -cause is accurate, and we

have no contest with what was in the NRC report.

Q Okay.

A The only contest we have with the NRC report is the fact

that the special i nspecti on team was dispatched in the

first place. NRC has criteria for dispatching an SIT,

or special inspection team, and they di dn' meet that

cri teri a. We spoke wi th the regional admi ni strator and

he sai d, "Well, I used discretion to dispatch the team."

Q So you don't think we should have even found out about

22 this; is that your position?

23

25

A It's not a case of finding out or not finding out. I 'm

saying that we did not meet the criteria for dispatch of

a special inspection team.
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Q I see.

A It still would've been in the corrective action program.

Q All right.

A But it didn' meet the cri teri a for a special

inspection.

10

Q But it wouldn't be in a published NRC inspection report

that would be available to me and members of the public

that we could see how you'e building this nuclear

plant.

A It likely would've been in the resident inspector's

monthly report, yes.

12

13

15

16

17

18

Q All right. So why — let's get to the why now. Why did

the second group of carpenters fail to adequately

document or notify that they had placed these marki ngs

for the embed plates in an area where they shouldn't be?

Why did that happen?

A I don't know why that happened. I'm not in the heads of

those carpenters.

19

20

21

22

23

25

Q I know, but you 'e the boss . So did you find out what

the cause was of the second mistake, error, or

nonconformance?

A The mistake in the second one is that they didn'

understand that the first group had it offset by a foot.

Q Well, how were they supposed to have learned that, then,

if you were going to do this job to meet NRC quality
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assurance standards? What was the requirement that was

not complied with here, that led to the second error?

A I believe that they found that there were some

procedural noncompliances.

Q And what would those procedural noncompliances have

been, Mr. Byrne?

A That they didn't follow their procedure.

Q They didn't follow the procedure. What procedure were

they supposed to follow?

10
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A I don't know the number of the procedure. I don't know

the name of the procedure. The debrief that I got was

that there were procedural noncompli ances—

Q Yeah.

A — and this event, one, demonstrates that the NRC is

zealous about thei r functi on at protecting the health

and safety of the public; two, I think they were a

little overzealous; three, when they did the

investigation and they got to the end, they found two

non-cited violations.

Q All right.

A And to characterize this, this was a — they were

drilling. The drill bit impacted the contai nment

vessel. The evaluation that was done on the containment

vessel sai d that they didn't have to do any repairs to

the containment vessel, so it wasn't that—
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Q We'l get to—

A It wasn't like there was a hole drilled or anything like

that. It impacted the contai nment vessel.
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Q Just a little hole.

A It was a scratch; it wasn't a hole. No holes.

Q We'l get to that. Let's turn to page two, then,

following this i nteresti ng sequence of events . First

paragraph, "CB&I field engineers identified that there

were previously constructed rebar dowels that i nterfered

with a planned pipe installation in layer 3 of the CV,"

containment vessel, "and initiated

Nonconformance...report number...This interference would

later require a new dowel hole to be bored — one of the

ten bored holes referenced in the remainder of this

timeline." All right? Now, why would there have been

an interference? If you had a design that took into

account where things were supposed to go, why would it
turn out that there would ever be a ci rcumstance where a

previously constructed rebar dowel would i nterfere with

a placed or a planned pipe to be installed in layer 3?

Why would that ever happen?

A I thi nk we previously established that these are very

complex, with many thousands and, indeed, millions of

events that happen . The drawings are very

complicated 

.

And, occasionally, we fi nd — not just in nuclear

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
423

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construct/on Updates and Revisions

427

10

12

13

construction, but in all construction — that you run

into an i nterference. So the ti ght tolerances

complicate the fact, the number of rebar — if you look

at these diagrams, we have a significant number of

rei nforci ng bars that are placed in these things. We

have a lot of embed plates that are acti ng as supports.

And it is not unusual to find something that wi 1 1 clash

with something else. Now, generally, you move it. And

one of the big differences between the Part 50 licenses

that we constructed with previously and the Part 52

licenses is, under the Part 50 licenses, when you found

those, you moved it, and you as-built the drawings

later. Under the current process, you can't do that.
14 Q All right. So it's not a design failure; it's a common

15

16

17

experience to run into interferences, driven by the

complexity of the design itself. Is that a fair
statement?

18 A It is, but not unique to nuclear. When we build gas-

19

20

21

fired plants, coal plants, scrubbers — whatever it is we

build — we run into interferences, and you have to

accommodate those i nt er ferences .

22 Q Yes, but coal plants aren't susceptible to catastrophic

23 fai lure that requi res NRC safety regulations, are they?

2a A Certainly, coal plants don't fall under NRC regulations.
25 Q Next entry: 1 /23/15, "In the NLD," the deficiency or
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nonconformance notice, "the field engineer specified the

intervening dowels were type 3A and 3G vertical dowels."

That was the wrong specification; is that right?

A I' readi ng like you are, and I' not familiar wi th the

descriptors of 3A and 3G.
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Q The paragraph ends, a drawi ng stated that interfering
dowels were actually type 3B and 3L vertical dowels.

They were different dowels than the ones that he

specified in his design. That's what it says, isn't it?
A That's what it appears to be.

Q Yeah. So why would it be — this is yet another error.

Why would it be that you got the wrong spec for the kind

of vertical dowel that's supposed to go there? Why did

that happen?

A I don't know these details.

Q All right. The entry for 2 February identifies yet

another error. Reading the second paragraph: "The

Westinghouse Electric (WEC), responsible engineer did

not, however, recognize that embed plates Pi through P4

were in locations that could not potentially interfere
with type 3A and 3G vertical dowels. A comparison of CV

drawi ngs would have revealed this error." Why didn'

thi s next error got identified, Nr. Byrne?

A It seems pretty clear that the engineer didn't compare

25 the drawings.
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Q Should have looked at the other drawing and didn't do

it, right?

A Should have.

Q The responsible engineer — reading further — specified
that the bore holes were to be a minimum of 25 inches

deep. You see that?

A I do.

Q ..."a depth that could be accommodated in the type 3A

and 3G vertical dowel positions without impacting

structural rebar or the CVBH..." — that's the

containment vessel, what?

A Bottom ahead.

Q Bottom head. That's in your diagram — would you put

that slide up, so we'l know what we'e talking about,

please?

A The containment vessel bottom head — [indicating].

Q How about that diagram that showed the tank that you

described in your opening, please. That would be

helpful .

A [Indicating.] This one?

[Reference: Hearing Exhibit 4/SAB-1 Page 21]

Q And the bottom head is labeled as the bowl shape at the

very bottom, and that's already installed in Unit 2 and

that's what they drilled into, correct?

A That's correct.
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12

Q It's got concrete, that layer 2, poured on top of it at

the time of thi s event; they drilled through that

concrete and improperly impacted the bottom head.

Correct?

A Correct.

Q And that's because they thought they were allowed-

gi ven the spec — to drill a hole that was at least 25

i nches deep, but by drilling a hole 25 i nches deep at

that location, they ran out of concrete and instead ran

into steel. Correct?

A Correct.

Q Now, that containment vessel is designed to perform

13 safety-related functions, isn't it?

15

16

17

18

19

20

21

22

23

25

A It is.

Q It does what its name implies; it contains the fission

process and all of the associated hazards that are

associated with producing nuclear power. Correct?

A That's correct.

Q And you want to mai ntai n the integrity of any- — if
you 'e going to mai ntai n the i ntegri ty of anything, i t '

that containment vessel that's probably the critical
system in this plant; isn't that right?

A I think there are a lot of critical systems in the

plant, including thi ngs like the reactor vessel, so-
but it is clearly an i mportant system.
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Q Okay. Important to safety?

A Important to safety.

Q All right. The entry for the 3rd of February, moving

forward: A second Westinghouse Electric Company

engi neer reviewed and verifi ed that they had acted

properly, even though they had acted improperly. Isn'

that what the import is of that entry?

A Say that again?

Q The second engineer verified the first engineer's

mistake. He just said it's okay.

A That is what it would appear here from the writing.

Q Yes, that's what it would appear. So there's yet

another mi stake, this one by an engineer. This engineer

— I'm quoti ng now, "This engi neer also did not identify
the correct location of embed plates Pi through P4 or

the correct type of vertical dowels in those locations

by comparing CV drawings." So he also made another

mistake by not going back and checking the drawings to

see they'e the right dowels, of the right size, the

right depth, and the right location . I-le did all those

things, didn't he?

A It appears so.

Q And why did he do that? Did you figure out what the

root cause was of this engineer' error?

25 A I think I said previously I — we'e reviewed the root-
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cause and we don't have any issue with what the NRC has

gi ven to us in thi s inspection report.

Q I hear you saying that, but I' aski ng you directly: Did

you understand or identify what the root cause was of

this engineer' error?

6 A Yeah, I don't have the root-cause with me, so I don'

know that they identified the root cause of thi s

engineer's error. It was addressed in the root-cause.

9 Q All right.

10 A It was addressed in the inspection report.

Q So, tell me now — tell us now, please, what are these

12

13

embed plates Pi through -4 that are referred to in this

inspection report.

A I don't know what the specific Pi through P4 embed

15

16

17

18

19

20

21

plates are, but embed plates are structural components

that will be metal; they will be plates of metal. And

generally they would be a support or something else,
either something that a module could sit upon or it
could be on a wall section where you would attach

something like a snubber, a brace, something like that.
So they can be in the floors, they can be in the walls.

22 Q Okay. These are going in the floor; we know that from

23 the descri ption, right?

24 A That would be a reasonable assumption.

25 Q Okay. Could you go back to your slide, please, of the
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10

12

Unit 2 activity that shows the layer one and the

vertical rebar, please?

A The one we had previously?

Q Yes, sir.
A [Indicating .]

[Reference: Hearing Exhibit 4/SAB- 1 Page 7]

Q All right. Now, what's the module — module CA05 is the

vertical, sort of steel-and-white-material thing that'

sitting there? The rectilinear structure, that's CA05,

correct?

A Yes.

Q All right. And it's been placed on that layer two

13 concrete. And are there embed plates associated with

securing that module to the plant?

15

16

17

18

A There wi 11 be embed plates beneath that.

Q Beneath that.

A Yes.

Q So if i t ' sitting there, are there already — the embed

plates for that are already there?

20

21

A In layer two, yes.

Q So where are the embed plates that we'e talking about

22

23

24

here, do you know?

A You can't see them in this diagram.

Q Where would they be, just in relation to what we'e

25 looking at?
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A The exact orientation I don't know, but there are — I'm

just looking, and there are no embed plates in the

diagram.

Q You would see them if they were coming up.

5 A You would see them.

6 Q In any event, they are — are they pieces of like an

angle plate that—

8 A Generally, they'e going to be flat plate steel.
9 Q Flat plate steel. And they are mounted to the existing

10 concrete using these rebars?

1 1 A They wi 11 be attached to rebar, in general, and then

12

13

they would be — you wou'Id pour the concrete around them,

so the concrete would come up around the embed plate.

Q Leaving the embed plate protruding above the poured

15 concrete to attach something to?

16 A Or level with it.
17 Q Or level with it. But they need to be in the right

18

19

20

place, because you'e going to put something — you'e
goi ng to attach something to it that has a specified

design location, correct?

21 A Correct.

22 Q And in this case, they'e already in the wrong location,

23 right?

24 A It's not necessarily that they'e in the wrong location,

25 but we had some conflicts, some i nterferences, so
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something had to be moved.
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Q Okay. So they'e getting ready to drill 10 holes

altogether that are the subject of this report, and

these are holes drilled in the concrete to which you'e
— in which you'e going to i nsert these vertical rebar

dowels and grout those dowels 1nto place usi ng concrete

or some kind of a cementacious material, right?

A Correct.

Q So the holes need to be in the proper location, of the

proper diameter, and at the proper depth to meet design

spec1fications for where those dowels are going to go,

correct?

A Correct.

Q 2/5/ 15, core drilling started. 2/6/15, coring of four

holes was completed. And they have a weekend break.

2/9/15 — this is page three, please, the top of the

page — "CBLI carpenters discovered the mi stake in laying

out the centerli nes for embed plates P1 through P4 and

corrected the error by laying out new embed plate

centerli nes." But the holes were already there in the

wrong place, right?

A Uh-huh.

Q It goes on to say, in that same entry for the 9th, field
engineers marked three new holes to be cored to

compensate for the new embed plate locations. Also
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i dentifi ed that three of the four previously cored holes

could not be used and required filling with grout

without a replacement dowel. The field engineer

designated these holes Ri through -3. So, in effect,
for those three holes, they'e going to patch them by

filling them with grout, correct?

A Correct.

Q And then they would just leave them. That would be the

design, just, you know — they made a mistake, holes in

the wrong place, fill them up with — I call it cement—

grout, and move on?

A Correct.

Q Okay . 2/1 0, drilling of the remai ni ng six holes was

finished . Seven of the holes that were to have dowel s

installed in them, Di through D7 .

Now, back to the carpenter issue on the day before,

the 9th of February, when the carpenters figured out

that they put the line, the chalk line, in the wrong

place, did they tell anybody about it?
A I don't know if they told anybody.

Q Okay. That's a nonconformance. Would it have been

thei r obligation to have documented the i dentifi ed

nonconformance?

A There likely was a corrective acti on document generated.

Q Do you know?
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A I know there was a corrective action document generated

for the event. I don't know about specific sub-issues

to the event.

Q Right. Hy question for you 1s: I'm a carpenter. I

10

make the mistake. Again, this is part of that quality

assurance criteria; we'e supposed to not pay attention

to cost and schedule pressure. I find the problem. I

did it. Do I report myself and say that I did — I made

an error. This nonconformance involved movi ng a

location a foot the wrong way. Are you expecti ng that

carpenter to have documented his or her error?

12 A If they found an error, I would expect that — whether it
13

14

was the carpenter or the carpenter's supervision — that

somebody would have documented the error.

Q And did they?

16 A I'm certain that they did. I don't know, though.

17 Q You'e certain, but you don't know. As you sit there,

18 you just don't know. Is that the case?

1D A I know the corrective action documents were initiated

20

21

22

for the event. I'm sure this is covered by the event.

Whether a specific corrective action document was issued

for the chalk line, I don't know.

23 Q Okay. The entry for the 10th of February, the last
24

25

sentence reads, "The 10 holes were filled with water to

presoak them prior to grouti ng. Hole R1 would not hold
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water, and emptied. The other nine holes held water,"

Now, why would you put water in the holes before

grouting them?

A It's the same reason you would put water on a swimming

pool after it's poured. You want to keep the — you want

to allow the grout or the concrete to cool evenly such

that you don't get any cracking.

Q Okay. So it's part of the normal process of installing

grout, is to wet the concrete surface to which the grout

is goi ng to be applied?

A Correct.

Q Okay. So, in thi s case, you'e got these holes, some of

them in the wrong location. In one of the holes the

water just drains out, right?
A It wouldn't hold water, that's correct.

Q And the other holes, water is still in there because

it's in solid concrete. The one that drained out tells
somebody that there's a hole on the other end, right?

Water's got to go somewhere.

A Correct.

Q And that ' what the water draining out means, is that

there was a hole on the other end of the hole, right?

A Uh-huh,

Q You'e got to say yes or no, so she can pick it up.

A Yes.
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Q Now, I want to go back to the event of the 5th of

September. We'e now talking about the 9th of September

— no, I'm sorry, we'e talking about the 10th of

September. So on the 5th of September, some five days

before they drill these holes, don't you think that if
you'e drilling a hole in concrete, and you encounter—

A 5th of February.

Q — steel, rebar or the containment vessel lower head,

don't you f1gure that somebody's dr111ing a hole is

going to notice the fact that they'e pulling up steel

and not concrete at the time they drill the hole?

A Yeah, the character1 zati on of pulling up steel is

probably exaggerated, so they wouldn't be pu111ng up

steel. This was a scratch in the contai nment vessel, so

they wouldn't necessarily be pulling up steel.

Q How about the rebar? They contacted and drilled through

rebar, didn't they?

A They could.

Q Well, they did, in th1s case.

A Well, yeah, they did.

Q Okay. And if you'e drilling through—

A So it's reasonable to assume that if the — if your

question is why didn't they stop because they knew they

contacted the containment vessel, they perhaps did not

know they contacted the containment vessel because they
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could have impacted the rebar.
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Q All right. Well, we know that they did two thi ngs: they

contacted rebar in drilling these holes and they

contacted the containment vessel. And you'e saying

they may not have recognized they hit the containment

vessel because, as you say, it was a scratch. But they

had to drill through the rebar to get down to the

containment vessel. Wouldn't they have pulled up pieces

of metal in the process of drilling, alerting them — at

the time they were drilling — to the fact that they'

messed up, that there was an error, there was a problem?

A Well, one, if your question is did they know they

contacted the vessel and should've stopped because they

were pulling up metal, my response was, this was a

scratch and they may not have pulled up metal.

Q May not.

A And, two, if they were drilling and they would've

expected at ti mes to contact reinforcing bar, then it
would not have been unusual to pull up metal.

Q I see?

A So I don't think that it's a correct conclusion for them

to think that just because they ran into an interference

or they contacted reinforcing bar and they did see some

metal, that they were in a location that would have

contacted the containment vessel.
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Q Okay, that's helpful. I thought you said earlier, or

the report says earlier that they thought they were

drilling in holes — in locations where there was no

interference, because the design specified locations

where there shouldn't have been any interference, right?

A Yes.

Q But they found interference. And since they found

interference where there wasn't supposed to be,

shouldn't that have alerted the guys five days before

that something was wrong that needed to be corrected and

documented?

A Yeah, now, again, we have a lot of rebar in a lot of

locations. It's very difficult to drill and not impact

reinforcing bar. So that would not be, necessarily, an

unusual event, to impact reinforcing bar as you 'e
drilling.

Q Okay.

A Even if you think that the, you know, template says that

you 'e drilling in a place that shoul dn
' have it,

there's so much rebar that it's almost impossible not to

hit it.
Q All right. The entry for the 12th reflects that the

fact that one of the holes didn't hold water causes sort

of a little alarm to go off that something is amiss, and

so they use a borescope to look down the hole and see if
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10

12

13

15

16

17

18

19

20

there's some reason why the water drained out, right?

A Correct,

Q But it was dark and they couldn't get very good

pictures, and so at least on the date that they made

that first effort, they couldn't figure out what

happened. I'm reading: "Borescope photographs were

taken in hole R1 but initial photos were unclear." Do

you see that for the entry for the 12th?

A I do see that.

Q But, at 6 p.m., they did an additional borescope and

they determined that they, in fact, had hit the

containment vessel itself because of the drilling in the

wrong location at the wrong depth, correct?

A Correct.

Q And, at that point, they started telling management that
there'd been a serious problem; namely, that they hit
the containment vessel?

A That's correct.

Q Did they tell SCE&G site management at the time?

A I thi nk there was at least a day's delay before they

21 told us.

22

23

25

Q All right. So on the 12th of February, they involve the

CB&I concrete manager, the CB&I nuclear island

construction manager, and — yes, those two levels of

management, but there's no i ndi cation that they told an
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SCE&G representative at the ti me.

A I don't think that, on the 12th, they told SCE&G. They

did stop all core boring activity .

Q They put a stop-work on core boring as a result of this

finding?

10

12

13

15

16

17

18

19

20

21

22

23

25

A That's correct.

Q Okay. Then it goes on — this is, again, the 12th — "The

CB&I concrete manager quarantined a dumpster in which

the concrete cores had been placed. Darkness and poor

weather prevented an immediate exami nati on..." Fast

forward slightly, 2/13 at 6 a.m., they go and look at

the cores that they retri eved from the dumpster, right?

A Correct.

Q And by looking at those cores — that is, what came out

of these boreholes on the 5th of February — they find

out that there are indications that they cut through

rebar and i nto the lower containment vessel head,

correct?

A That's what it appears, yes.

Q So in the cores themselves, there was metal indicating

that they had contacted the lower containment vessel.

Those cores had been removed on the 5th of February and

we'e talking about February 16th, right?

A Yes.

Q So 1f you can visibly see in the core—
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A You said the 16th.

2 Q Yes, the 16th. The 16th of February is when the

management, at 6 a.m., looked at the dumpster that had

the concrete cores in it, right?

5 A I think that's the 13th.

8 Q I'm reading 2/16/15, 6 a.m.

7 A Go back to the previous page on the 13th.

8 Q I stand corrected. You'e absolutely right. The 13th

10

at 6 a.m. is when they go to the dumpster and fi nd the

cores with the metal 1nclusi ons, right?

A Correct.

12 Q But weren't those metal inclusions present on the 5th of

13

14

15

16

February for the construction crew to see for

themselves, when they did the boring, that they had run

into the lower containment vessel. There's metal at the

bottom of the core.

17 A Yeah, I don't know that they ran into it on that date.

18

19

But, again, it would not necessarily be unusual to see

metal, because of the rebar.

20 Q So what did the folks on the 13th know, that led them to

21

22

23

25

look at those cores and know something was wrong, that

the carpenters or other craft on the 5th, who actually

did the boring and pulled those cores out and threw them

in the dumpster — what is it the second guys knew that

the first guys didn'?
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A What is it — which second guys?

Q The second guys on the 13th that looked at the same

cores that had been lying in the dumpster since the 5th.

They figured it out on the 13th. Why didn't the guys on

the 5th figure it out?

A They were respond1ng to a query about why the one hole

did not hold water.

10

12

13

14

15

16

17

18

19

20

21

22

23

25

Q Okay. So nothing that happened on the 5th should have

alerted the craft that somethi ng was amiss in the way

they drilled these holes?

A If they were in the pos1ti ons where they thought they

were, absent the chalk-line issue, then there was not

necessarily anything in that sequence that should've

alerted them to the fact that they had contacted the

containment vessel.

Q Okay. Page four, the entry for the 16th, 6 a.m. They

notified the CB&I site director, and I take 1t he'

senior to the concrete manager and nuclear island

manager, correct?

A Yes.

Q So on the 13th at 6 a.m., the big boss for CB&I on site
gets told, and he requests additional i nformation. Page

four, top of the page: "Sections of nine concrete cores

were retrieved from the quarantined dumpster. There was

evidence that structural rebar had been cut in at least
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10

12

13

15

16

17

19

20

21

22

23

25

two sections of the cores." And it's your testimony

that, even though they'e seeing that on the 13th of

February, there's no reason why the craft on the 5th

should've been alerted by that same evidence.

A Yeah, certainly you would want the craft to put two and

two together and come up with something, but I still
contend that it is not unusual, when you'e drilling in

something that is riddled with rebar, that you contact

rebar.

Q Gotcha. All right. On the 16th of February — because

there's a weekend that intervenes. Nothing happened,

the 14th and 15th. On the 16th, they finally get around

to te111ng SCE&G. That's the 16th, right?

A Yeah, I don't recall whether they actually informed us

over the weekend or they waited until the 16th.

Q Well, the Nuclear Regulatory Commission's report says,

and I read, "At 6:30 a.m. hours, the CB&I site director

notified CB&I project di rector, the WEC si te di rector

and acting vice presi dent of constructi on, and the SCE&G

construction organi zati on, " period . Do you dispute the

accuracy of the NRC's finding?

A Yeah, I'm not disputing what this says. I don't know

that some of the folks from the CB&I team — not this
senior leadership level they'e talking about — may not

have contacted some of our folks over the weekend, to
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let them know that the CV had been impacted.

Q Okay. But, in any event, it was between the 5th of

February, when the borings were initially done and the

rebar and lower containment vessel was impacted — it was

between then and the 16th that there was no notification

to SCE&G, unless it happened on the weekend before the

16th.

A No, I think that when CB&I understood that there was

impact of the vessel was on the 13th.

10

12

13

14

15

16

17

19

20

21

22

23

24

25

Q And then it wasn't until the 17th, the next day, that

you finally notified the NRC resident inspector of the

sequence of events, correct?

A Correct.

Q So from the 5th to the 17th, the NRC didn't know

anythi ng about this series of errors that we just—

A There was an i ssue of a federal holiday that was in thi s

sequence, as well, such that there was no resident there

on the federal holiday. So we didn't let them know — I

think whatever the Monday was, was a federal holiday.

So, if we notified them on the 17th, I'm guessing that

was probably Tuesday. We should have notifi ed them on

the 16th, but it was a federal holiday, so they were not

there.

Q All right. Well, back on February 23rd, when the NRC

said they were going to do this special site inspection
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that you th1nk was unwarranted, the regional

administrator says, quote, "We are also concerned about

the delay 1n CB&I reporting the issue." Are you

concerned about the delay, Mr. Byrnes, in CB&I reporting

this issue?

6 A Singular Byrne, but yes.

7 Q Sorry. Confusing you with another Mr. Burns. Yes, you

are.

9 A Yes.

10 Q All right. And what action, if any, have you taken as a

12

result of the concern about delay in notifyi ng you about

the sequence of events?

13 A You can talk to Mr. Jones a little bit more about the

15

16

17

specific actions, but we did let CB&I know that delays

in notifications are unacceptable, and that they 'e to

not1fy us anyt1me anything happens of any significance.

And we have not had any recurrences of this.
18 Q Of what?

19 A Of delays in notifications.

20 Q Well, or that — you'e had no experience with

21

22

recurrences of delays in notification of things that

you'e been not1fied about, right?

23 A We have not had any recurrences of failure to notify.

2a Q Well, 1f they haven't notifi ed you, you wouldn't know

25 about a failure, would you?
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A I'm going to stand on my statement.

Q I' sorry [indicating] .

3 A I'm going to stand on my statement.

Q All right, but the fact remains, if they hadn't notified

you about this event, you never would have known about

it at all, delay or otherwise.

7 A I don't believe that that's the case.

8 Q So you 'e assuming, notwithstanding this circumstance,

10

12

13

or series of circumstances — repeated error, after
error, after error documented in this NRC report, and

delay in notification — you 'e still assuming that CB&I

is timely notifying you, SCE&G, of nonconformances in

constructing the nuclear plant?

16

17

18

19

20

21

22

23

25

A Yeah, I do. I think they didn't have any intent to

delay in the notification to us. I believe that their
craft-level folks did not have an appreciation for how

potentially significant it could've been. And I believe

that when their senior leadership found out, they

notified us in a timely fashion.

If you play out your string from earlier where the

pressure to get these things done is impacting them, the

simplest thing for them to do would've been to say

nothing and try to cover it up, but they didn't do that.

I think that they did what they

should 

'e done . It did

cost them additional rework and they did have to
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10

excavate to evaluate the condition. Fortunately, we

found out that repairs were not required, but they did

have to go in and evaluate what the situation was, which

meant they had to remove more concrete.

Q And they had to dig out around where the hole was — the

core was erroneously drilled, to be able to i dentify

whether there had been any damage to the lower

contai nment vessel, requiring further repai r to it?
A Correct.

Q So they dug out a chunk of the concrete, went down,

looked at the steel that was impacted?

12

13

A They did,

Q And that's where you say the nick — or, you called it a

scratch I think?

15

16

17

18

19

A Yes.

Q Was it a scratch?

A Yes.

Q How deep a—

A Exactly, I don't know, but remember that this

20

21

containment vessel is about an inch and three-quarters

thick, so there would be tolerances around how much of a

22

23

25

nick or scratch, as you put it, could be impacted by

that vessel and remain within those tolerances.

Q All right. Well, we'e not talking about a scratch,

because we'e talking about a drill bit that went
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vertically into it, so it's not a scratch, is it?
A It was a scratch.

Q It was a hole. It may have been a shallow hole, but, I

mean, it's a drill that cut into it; it's not me runni ng

my fingernail across it, is it?
A A hole would penetrate the vessel; it certainly did not

do that.

10

Q No, but it penetrated into the steel, didn't it?
A It scratched the steel, yes.

Q Scratched. You stand by that. Okay.

12

13

15

16

17

18

19

20

21

22

MR. GUILD: Madam Chair, I 'm looking at the

court reporter; it looks like she—

CHAIRMAN HALL: Yeah, we'l take a break now.

Thank you. Five minutes.

[WHEREUPON, a recess was taken from 11:15

to 11r30 a.m.]

CHAIRMAN HALL: Thank you, be seated. All

right. Mr. Byrne, I'e got bad news. I rushed you

up here, but now we have a public witness, so if
you don't mind, if you'l just stand down for one

second, we '
1 bring our public witness up and let

her testify briefly, and then we'l bring you back

23 up.

25

[WHEREUPON, the witness stood aside.]

Mr. Butler, if you could tell us our public
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witness's name.

MR. BUTLER: Yes, Madam Chairman and members

of the Commission. Ms. Elaine Cooper is a member

of the public and has stated that she wishes to be

heard. She's here with us.

Ms. Cooper, you want to come to this table,

please, right in front here, and you'l be sworn

in

CHAIRMAN HALL: Right there where the

10 microphone is, Ms. Cooper.

MR. BUTLER: And we limit our comments to

12

13

15

16

17

19

20

21

22

23

25

three minutes, please, ma'm, Thank you.

[Witness affirmed]

THEREUPON came,

ELAINE COOPER
who, having been first duly affirmed, testified as follows:

WITNESS: My name is Elaine Cooper, and I live

that 3105 Dalloz Road, Columbia 29204.

So, I'm here speaking out for so many folks

who are retired and are living on a very limited

income, who cannot afford their air-conditioning

during this incredible, you know, heat that ' out

there — it's about — you know, it's supposed to be

98 and above today, as you well know if you'e
taken a step outside or looked at the weather.

OL OF

PUBLIc SERVIcE CQMMIssioN QF SQUTH CARQLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
449

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

453

10

12

13

15

16
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21

22

23

25

Nany, many folks around Columbia and the

surrounding area — Richland County, Lexington, and

lower Richland — cannot afford their ai r-

conditioning bills. I'm so happy and relieved that

you all are able to sit in a nice, air-conditioned

building right now, but these folks cannot. They

can barely afford it. You just have to go around

town and visit their homes . Let alone, able to

afford the increased rate on the taxpayers here to

build the V.C. Summer plant.

And I'e been, you know, sitti ng here, and

I'e been quite alarmed, as any member of the

public should be or anyone representing the public,

at what I have even heard in thi s short time today.

I'm concerned, and I hope you are, too.

Anyways, I looked at your mission statement,

and your mission statement is, and I'l quote, "A

fair, open..." "A fair, open, and efficient

regulatory process that promotes cost-effective and

reliable utility

services 

.
"

I just want to remind everyone to please

represent the public, such as I am here today, and

for so many folks who could not come. It's not

that they don't wish to come, but, as you know,

many folks my age — you know, about 60, 61 — are
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10

12

13

15

16

17

18

taking care of their other family members, et

cetera, working at three jobs or more, et cetera.

You get the picture. And many folks are not able

to attend, even last night, due to whatever is

going on in their lives. So please consider all

the folks who can barely afford their medication,

let alone keep thei r air-condi ti oni ng . It ' just
not sustainable for the folks in South Carolina to

afford any increased rate — increased prices on

their electricity, and anyone should be

alarmed 

.

And, of course, I'l go off and try to communi cate

to the public on what I'e heard today through

Twitter, through social media, through e-mails,

wri ti ng a letter to the editor, because I am very

deeply concerned. Thank you.

CHAIRMAN HALL: All right. Thank you, Ms.

Cooper.

If there are no questions for Ms. Cooper—

[No response]

20

21

22

23

— then you may step down.

WITNESS: Thank you.

CHAIRMAN HALL: Thank you.

[WHEREUPON, the witness was excused.]

All right. Mr. Byrnes — Mr. Byrne, singular.

25 I'm sorry.
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THEREUPON came,

STEPHEN A . B Y R N E

recalled as a witness, who, having been previously duly

affi rmed, was exami ned and testi fi ed further as follows:

CHAIRMAN HALL: All right. Go ahead, Mr.

Guild.

10

MR. GUILD: Thank you, Madam Chair.

Madam Chair, I'd ask that a document be marked

for identification. It's entitled "Reactor Plant

Event Notification Worksheet" and bears a date of

8/25/i4.

12

13

15

16

17

18

19

20

21

22

23

24

25

[WHEREUPON, Hearing Exhibit No. 6 was

marked for identification.]
FURTHER CROSS EXAMINATION

BY MR. GUILD:

Q Mr. Byrne, I hand you what's been marked as Exhibit 6

for identification [indicating].

A [Indicating.]

Q The document is entitled "BREAKDOWN IN THE QUALITY

ASSURANCE PROGRAM FOR V.C. SUMMER 2 & 3 CONSTRUCTION

PROJECT." This is an NRC form on which to document a i0

CFR 50.55(e) notification, is it not?

A It is.

Q And the first line reads, "This is a i0 CFR 50.55

initial notification for a significant breakdown in the
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12
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quality assurance (QA) program of Chicago Bridge & Iron

(CB&I), an agent for the licensee of the V.C. Summer 2 &

3 constructi on project." And it bears a date of

8/25/ 14. Have you seen this notifi cati on before?

A I have.

Q It cites an August ' 4 series of devi ations found in

subassemblies — submodules, excuse me — submodules

CA03-06, -08, and -09 for the Vogtle construction

project, which i ni ti ated the discovery and evaluation

process under Part 21 and 10 CFR 50.55. Now, CB&I is

building those submodules both for the Vogtle Station

and for V.C. Summer, correct?

A That's correct.

Q The document doesn't help us a lot, but what is the

significant breakdown in the QA program at CB&I that'

referred to in this notification?

A Yeah, I don't — I'm not sure. The breakdown, I believe,

happened at one of their sub-vendors. If I recall

correctly, this was for SMCI in Florida. So, some of

these subassemblies were actually delivered to the

Vogtle site. There were problems discovered after

receipt at the Vogtl e site, so corrective acti on

documents were initiated. CB&I would've implemented the

10 CFR 21 evaluation at SMCI. Now, whether CB&I did or

SMCI did, I couldn't tell you. But that 10 CFR 21 root-
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cause said it was not reportable under Part 21 but there

were breakdowns in the quality program at SMCI. And so,

based on that language, we felt it was reportable.

Q There were significant breakdowns. That's the term

that's used, is it not?

6 A Correct.

7 Q And that's a term of art in the law, is lt not?

8 A It is.

9 Q And who is Matthew Presson — that's the name of the

10 caller, Matthew R. P-r-e-s-s-o-n.

A One of our licensing personnel .

12 Q He's an employee of the company?

A Correct.

14 MR. GUILD: Madam Chair, I 'd ask that this

15

16

document be received in evidence as the next

hearing exhibit . It ' been marked as No . 6 .

17 CHAIRMAN HALL: All right. Any objection?

18 [No response]

Okay. Hearing Exhibit No. 6.

20

21

[WHEREUPON, Hearing Exhibit No. 6 was

received in evidence.]

22 BY MR. GUILD:

23 Q Have those submodules CA03-06, -08, and -09 been

received for Unit 2?

25 A We have only received two of the submodules for CA03 for
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our Unit 2, and I don't believe we'e received any of

these submodules. And, again, the ones that these were

— that this report was written against, were received at

the Vogtle site.
Q Indeed, but I'm asking whether those same submodules

have been received at Summer.

10

A I don't believe that' the case.

Q So do you know whether or not whatever defects or

noncompliances associated with the submodules has been

corrected for the Summer units?

A Well, they will be corrected by the time they show up

12 for the Summer units.

13 Q You don't know, as we'e speaking today, whether they

have been fixed, or not?

15

16

17

18

19

20

21

22

23

25

A I don't know the answer to that question.

MR. GUILD: Madam Chair, I'd ask that a group

exhi bit of documents be marked for i dentifi cati on.

The first document is a CB&I document beari ng a

date of January 9, 2015.

[WHEREUPON, Hearing Exhibit No. 7 was

marked for identification.]
BY MR. GUILD:

Q And that's been marked as Hearing Exhibit No. 7, for

identification. Let me hand that to you, Mr. Byrne

[indicating].
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10

12
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19
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22

A [Indicating. ] Thank you.

Q Nr. Byrne, just as a random sample, I accessed from the

NRC's website all of the Part 21 reports, or Part 21

reports of deficiencies that may implicate safety at the

plant for the calendar year to date, January 2015 to

date. And I count 18 of those reports — 1-8 — since

January until the last posted report in June. And do

you see these Part 21 reports in due course, Nr. Byrne?

A Do I see them?

Q Yes.

A No, not as a matter of course, no.

Q lhey don't come to your attention? Even though they

involve significant safety aspects of the plant, they

don't come to your attention?

A These do not get routed to me as a matter of course, no.

Q Okay. Would — the first document addresses or speaks to

the CB&I/ Lake Charles facility, and, as we'e previously

testified, they'e the contractor where the initial
performance problems were identified, necessitating you

changing the venue, as you spoke of, for a number of the

submodules, correct?

A CB&I/Lake Charles is doing a number of the submodules

23 for us.

25

Q I 'm sorry. CB&I was the source of the problems that

accounted for the delay, that accounted for the
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10

increased costs, that led you to farm out work to other

vendors. That's my question.

A Yes, CB&I is the vendor that has had signifi cant

problems, and that has been the cause to farm out the

work to other locations.

Q And I believe your testimony, and perhaps that of other

witnesses, is that they'e do1ng great now, and they'e
fixi ng their problems and everythi ng is i mprovi ng at

CB&I and CB&I/Lake Charles?

A Yeah, I think we have characterized it as i mprovi ng, the

environment at CB&I/Lake Charles.

12

13

15

16

17

18

19

20

21

22

23

25

Q Okay. Well, January of this year, 2015, if you turn to

the second page, the first page of the report form, the

second sentence reads, "CB&I/ Lake Charles is supplying

basic components associated with modular construction

for the V.C. Summer Unit 2 AP1000 nuclear project."

A I'm sorry, which page aga1n?

Q It would be the second page of the document.

A Second page.

Q Yes, sir. First page of the form, the Part 21

notification. That second paragraph, do you see 1t?

A I see it.
Q Okay. "Based on i nformati on in quality assurance

inspection reports, some nonconforming structural welds

were found and some reinforcing steel component
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10

12

13

15

16

17

18

20

nonconformances were also found on submodules CA01-15."

What's the nature of the nonconformances that are

identified in this Part 21 report?

A It identifies them as weld defects.

Q What kind of weld defects?

A I'm not sure what kind of weld defects.

Q How about the structural steel component

nonconformances, what are those?

A I'm not sure what they are. I know that, generally,

when we find structural steel nonconformances, it would

be in thi ngs like Nelson studs that the bend on the

Nelson stud is out of tolerance, something along those

lines.

Q Tell us what a Nelson stud is.

A A Nelson stud 1s a component that is welded to some of

these modules on the i nsi de. It just protrudes out 1 nto

the open space, has a head on the end of it, and its
purpose would be to add structural integrity once filled
w1th concrete.

Q All right . So i t ' to be inside poured concrete in the

21 final condition?

22

23

24

25

A Correct.

Q Okay. If you would turn a couple of pages further, a

January 21, 2015, Part 21 report, also CB&I, to the

Nuclear Regulatory Commission. Past the cover page now,
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the first page of the report — do you have that?

A Are you talking about the January 21 letter? Okay.

Q The attachment to that letter, page one-of-two, January

21?

A Attachment to letter, one-of-two, from January 21. Got

10

12

13

15

16

17

19

20

21

22

23

24

25

Q All right. Several paragraphs down, it refers to

threaded rebar terminators and deviations, supplied by

"Gerdau Long Steel North America (also known as Gerdau

Ameristeel)..." Are you familiar with that contractor

or subcontractor?

A I am.

Q What do they do?

A They make reinforcing bar.

Q All right. And what is a rei nforci ng bar terminator?

A It literally is just the end of the reinforcing bar.

Q Next paragraph, "The identified deviations pertain to

threaded rebar termi nators that fai 1 ed tensile testi ng

for V.C. Summer Units 2 5 3," et cetera. Are you

familiar with a failure of tensile testing for rebar?

A Yes.

Q And what does that consist of?

A The rebar can come with the end, or the terminators,

that are either flat or threaded. The threaded ones

would be intended to screw into

something 

. And when you
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10

12

15

16

17

check the tensile strength, you'e actually pulling on

it, and if it pulls out too early, then it would fa11

that tensile strength test.

Q And if it fails that tensile strength or pulls out early

after it's been installed, a component might fail?
A Possibly. Which is why we do the testing.

Q All right. Further down that same page, this was

discovered in September 2014. Do you see that?

A Where are you reading from, exactly?

Q Same page.

A Yep.

Q Same document.

A Yep.

Q Paragraph five.

A Got it.
Q Discovery, September 2014. Do you see that?

A Discovery date, September 24, 2014. Got it.
Q All right. We'e now in July of 2015. Has this matter

19 been resolved?

20 A Yeah, we returned the defective reinforcing bar and

21 we 'e recei ved new re i nforci ng bar .

22

23

25

Q And has that new reinforcing bar solved the problem?

A Yeah, it passed the tests.

Q Who bore the cost of that corrective action?

A Commodities — and this is a commodity — are fixed, so
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19
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22

23

25

that would be the consortium bearing the cost.

Q A January 22 document is the next document, cover

letter. I'm reading: "Some welds were found in the

submodul e to have various deviations, including

unacceptable weld profiles, incomplete fusion, and

undersized welds." And that's referring to module

CA01- 13. Are you fami liar with these welding problems

in Lake Charles on thi s submodule?

A I'm fami11ar that they had some welding problems, yes.

Q What's the root cause of these welding problems that

they'e having at Lake Charles? Why would welders

produce unacceptable weld prof11es, incomplete fusion,

and undersized welds?

A Well, they 'e obviously not doing their

job 

. The

" undersized" can be a measurement and a tolerance

issue 

.

The "incorrect fusion" is going to be 1n the way they do

the weld.

Q That's a technique issue?

A It's a — yeah, more than likely, a technique issue.

Q It goes on, "Additionally, deviati ons from desi gn

requirements for headed stud anchors were also

identified." Is a stud anchor the same component you

were talking about earlier, the rebar wi th—

A Yeah, they may, in this, actually call a stud anchor-

i t could be a variety of different components, but it
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10

12

13
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17
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19

20

21

22

23

25

could also be the Nelson studs they'e talking about.

I'm just not certain whether, in their vernacular, they

would call that a stud anchor.

Q Would you then, please — I'm goi ng to ski p through a few

pages, and I want to direct your attenti on to a couple

of items further. If you would look to a February 1 2th

entry, this is a document that says US NRC Operations

Center Event Report. It's a form. Do you see that?

A February 12th?

Q Yes, sir, February 12th.

A These are in chronological order?

Q They are. And the date is in a box toward the upper

right of the page. It's a form, though. You'l notice

it's a form.

A This one [indicating] ?

Q [Indicating] Yes. All right. Now, this, while filed
in the NRC's Part 2i filings, is a 55.55(e) notification

for significant breakdown in the quality assurance

program, again, at Chicago Bridge 8 Iron. Do you see

that?

A Yes, I do.

Q August 14th — August 201 4, excuse me, deviations were

found in submodules CA03-06, -08, and -09, for Vogtle,

et cetera, and they were determined to be reportable by

CB8 I. What's the nature of the significant breakdown
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that's documented in this report?

10

12

13

A Is this not the same report we looked at earlier?

Q Is it the same event? I don' know. I' asking—

A I believe this is the same event .

Q It is? That helps.

A Where was the previous event [indicating].

Q No, sir, that ' August 25, 20i 4 [indicating] . Again,

we'e now talking about February 20i 5, same facility,
same significant breakdown of the QA program.

A Could I see the previous notification?

Q Sure. Is counsel handing 1t to you?

MR. ZEIGLER: [ Indicating .]

WITNESS: [Indicating.] Thank you. It's the

same event.

15

16

17

19

20

21

22

23

BY MR. GUILD:

Q Same event?

A Yes.

Q Just a different report?

A Yeah.

Q Okay, thank you.

A Different format.

Q Sort of different format?

A Different format. But the event number i s the same

24 number.

25 Q Okay, thank you. And if you go to the next document in
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10

12

13

15

16

17

the group, it's a February 13th CBKI cover letter.
February 13, 2015. Do you have that?

A I'm there.

Q Now, it's entitled "Reply to unresolved item," and

there's a number, "and request for extension." If

you'l turn through a couple of pages, and it appears to

be page four-of-six numbered on the bottom.

A Page four-of-six.

Q Got that? I 'm reading the — one, two, three — fourth

paragraph. "As a result of root-cause analysis

investigation by CBKI/Lake Charles, it was discovered

that there were some welding procedure qualification
records (PQRs) that had not been completed or have been

completed incorrectly." You see that?

A I do.

Q All right. Now, what is a welding procedure

qualification record as that term is used here?

A It is a — it's the documentation that the welder would

19 be qualified for a specific weld procedure.

20

21

22

23

25

Q All right. And that's — am I fair to understand that

that's to assure that the welder is qualified to do the

work?

A That would be correct.

Q Okay. And what is the nature of the deficiency or

nonconformance that ' being i denti fi ed here?
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A Well, it says that the PQRs have not been completed or

were completed incorrectly. So what that means is that

the welder could've undergone the training, but they

don't have completed training records for the welder.

It could also mean that the welder didn't undergo the

training.
Q Right.

A But I believe it was the former.

Q You think they did the training; they just didn'

10 document it.

12

A I believe that's the case.

Q Weren't there instances of document falsification for

13

14

welder qualifications at CB&I?

A Yeah, I think the NRC was critical of CB&I for welder

15 falsification-of — records issues.

16

17

18

19

20

21

22

23

25

Q Falsification of records.

A That's correct.

Q So somebody at Lake Charles, worki ng for CB&I, building

safety-related components for your plant, would be

allowed to perform welding work, and thei r qualification

record had been falsified. False i nformati on purporting

to show qualification had been put on a formal

qualification record. Is that right?

A That may have been the case. I don't remember the

specifics of the falsification. It may have been a
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training record, but I'm not certain about that.

2 Q Well, the integrity of quality assurance recordkeeping

is absolutely essential to assuring the proper

construction of this facility; isn't that right?

5 A Yeah, we'e not saying that there weren't breakdowns in

quality at Lake Charles. We'e been critical of them

for a long time.

8 Q Good. Understood. But we'e not talking about

10

12

13

breakdowns in quality; we'e talking about falsification
of the recordkeepi ng that you have to rely upon, and the

NRC has to rely upon, and the community that lives near

thi s plant has to rely upon, to assure that work has

been done in accordance with quality requirements.

14 A Yeah, that's one reason why we implemented an augmented

15

16

17

18

19

20

inspection, once these components show up at the site.
In an ideal world, you would get the COC from the vendor

and assume that the module or the component was ready to

go, but we do an augmented inspection once they show up

at the site, until we think that the CB&I team has their
quality issues resolved.

21 Q And who pays for that additional augmented inspection

22

23

that you have to do because they may be unqualified

welders who falsified their welding qualifications? Who

pays for that?

25 A We believe — and I 've said this before — that our
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primary concern is that we construct these units timely

but safely. So we are going to bear the cost for that

augmented inspection that we do.

Q When you say "we," you mean the ratepayers of SCE&G are

going to bear that cost.

10

12

13

14

15

16

17

18

A Correct.

Q And how much is that cost? How much additional quality
control do you have to do because Lake Charles welders

falsified thei r welding qualification reports?

A I don't have a breakdown of cost based on one specific

aspect. Due to the multiple issues that they'e had at

the Lake Charles facility, we decided to do augmented

i nspecti on on everything that comes in from that

facility.
Q Has CB&I management exercised prudence in overseeing the

qualifications of their welders to assure that welding

records weren't falsified at that facility?
A I'm not sure what you mean by "prudence" in that

19 instance.

20

21

22

23

Q Use your own judgment. Is that a prudent action by CB&I

management, to allow their welding inspectors to falsify
their qualification reports?

A I don't believe they allowed them to falsify the welding

qualification reports.

25 Q It happened.
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A It did happen. That doesn't mean that it's allowed.

Q They allowed it to happen.

A If I get in an accident when I'm on I-20, does that mean

I allowed the accident to happen?

Q So you thi nk these falsifi cations were accidental?

A I don't know that they were accidental.

Q Do you know what happened and why, and do you—

A No.

Q Have you associated responsibility for these falsified
10 records?

12

13

15

16

17

18

19

20

21

22

23

24

25

A I don't need to associate responsibility. The Nuclear

Regulatory Commission has clearly already done that, and

I believe that CB&I has accepted that they were

responsible for it.
Q Okay. But you'e in a dispute with the consortium about

who's going to pay the price for this. Don't you thi nk

it's pertinent, relevant, material to know whether or

not CB&I's management exercised prudent oversight to

assure these nonconformances and falsified records did

not occur?

A I believe that CB&I does exerci se oversight.

Q All ri ght. Now, these deviati ons were di scovered-

according to the next paragraph — December 23, 2013.

This report, as we'e identif1ed, is February 13, 2015.

Do you know whether this breakdown that is documented
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12
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17

19

20

21

22

23

24

25

here, to include falsified welding inspectors, has been

resolved as of today?

A Has the issue been resolved?

Q Has the issue been resolved?

A I believe the issue has been resolved.

Q And has this matter been closed, as a matter of

formality with the NRC? Is there a closure of the

significant breakdown identified in this report?

A I'm not sure that they have — that the NRC has closed

the i ssue. It would not be unusual for the NRC to leave

an issue open for an extended period of time so that

they could review the corrective actions and see that

the corrective actions have had time to take place.

Q Do you know if there are any enforcement actions or

noti ces of violation that were initiated by the NRC w1th

respect to the welding qualification issues and

recordkeepi ng documented here?

A Yeah, I believe that they did issue violations to the

Lake Charles facility based on these issues.

Q All right. Would you just thumb through, and I want to

get to a document that's a cover letter with a date of

April 24th, Mr. Byrne, please?

A [Indicating.]

Q CB&I cover letter with a date of April 24th?

A I see a CB&I cover letter with a date of April 24th.
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Q All r1ght. And it's regarding structural module

penetrations for V.C. Summer Unit 3? Do you see that?

A I see that.

Q Now, if you would flip through to the next page please,

page one-of-two for the actual Part 21 report, a

description of the event, I' just readi ng: "The

deviations bei ng evaluated perta1n to welds on

penetrations that are associated with fabrication of

structural modules identified as CA01. The penetrations

were being transferred to the fabricator of the CA01

structural modules, IHI Corporation, Yokohama, Japan,

for inclusion in the fabrication of these modules. The

fabricator of the penetrations is Chicago Bridge &

Iron... Laurens, South Carolina." You see that?

A I see that.

Q Okay. So CB&I has an operation ln Laurens, South

Carol 1na . There were welding deviations on those

penetrations, but they'd already been sent to Japan. Is

that what you understand?

A That's what it appears, yes.

Q All right. And the welding devi ati ons weren'

ident1fied before they left the CB8I facility, but they

were 1dent1fied once they got to Japan.

A That's what it appears.

Q All right . Now, what is a "penetration" as that term is

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
470

of739

Docket 2015-103-E South Carolina Electric /I Gas Co.
Nuclear Construction Updates and Revisions

474

used here, Mr. Byrne?

2 A I' not sure what they 'e talking about i n thi s case .

This would be a CA01 module. The penetrati ons — I'm not

certain what they'e referri ng to as penetrations. I

could guess that they 'e talking about openings for

things like piping or conduit to penetrate, but I'm not

certain.

II Q Wel 1, at least by defi ni ti on, a "penetration" is an

openi ng—

10 A Yes.

Q — in a submodule? All right. Now, did they have to

12

13

send back the penetrati ons to CB&I/Laurens, or CB&I

somewhere else, or somewhere else in the US, from Japan,

to fix this problem?

A I don't know. I'm going to guess that they fixed it at

IHI.

17 Q Okay . Now, what is IHI Corporation?

113 A It's a company in Japan, the name of which I find it
19 difficult to — too difficult to try.

20 Q All right.

21 A But they do a lot of welding of components for nuclear

22 applications.
23 Q Are they affiliated with Toshiba?

A I don't think they'e an affiliate of Toshiba. They

25 happen to be located not too far from where Toshiba is
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maki ng some of the modules, as well.

Q Okay. And do you know who bears the cost of correcting
these welding defi cienc1es?

A These structural modules are the responsibility of the

consortium.

Q And was there delay associated with hav1ng to fix

penetrati ons made in Laurens, South Carolina, sent to

Japan and found to be deficient?

A I don't believe that there has been a delay associated

10 with this issue, no.

12

13

15

16

17

18

19

20

21

22

23

25

Q Next entry, please. lhere's a cover letter from

CB&I/Laurens, no date. The next page has a date of Nay

17, 2015. Do you see that?

A Yes.

Q Okay. And page one-of-two of the actual report.

A Page one-of-two of the report, yes.

Q Yes . "The construction activities at V. C . Summer and

Vogtl e...whi ch include procurement of pi pi ng assemblies,

are being performed by CB&I Power," et cetera. In the

last paragraph, "The evaluation of vendors and

previously performed cal 1 brati ons is under evaluation .
"

And the subject of thi s 1s measuring and test equipment

defi cienci es. Are you familiar w1th what defect or

nonconformance this report refers to?

A I am not.
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Q What are measuring and test equipment, as they are

10

12

13

15

16

17

20

21

22

employed in nuclear construction?

A We have a large vari ety of measuri ng and test equi pment

that, in general, has to be taken back to the national

standard, so it has to be traceable to a national

standard so they have to be calibrated. And you'e

talking about things like gauges, pressure
transmitters 

.

There's all kinds of measuring and test equipment.

Q Okay . And it involved procurement of pi pi ng assemblies,

and mi ght these be measuring and testing equipment that

are designed to assure that those pi pi ng assemblies meet

quality standards?

A Yeah, I'm not sure what MLTE, or what measuring and test
equipment it is referenced in thi s Part 2i report .

Q But Laurens makes piping? Supplies piping?

A One of the things Laurens does is make pi pi ng and spool

pi eces, yes.

Q If I can get you to flip a few more through towards the

bottom of this stack, it's an event report with a date

of June 16, 2015, if you could find that for me?

A [Indicating.] I see it.
Q Let ' see if I do [indicating] . All right . This is a

23 50.55(e) report, is it not?

25

A It is.

Q And its subject is "QUALITY ASSURANCE PROGRAMMATIC
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ISSUES," correct.

A It is.

3 Q And I'm reading, "This 50.55(e) initial notification

10

12

13

14

15

16

17

addresses a failure to comply by CB&I, an agent of South

Carolina Electric & Gas...for V.C. Summer Units 2 & 3,

to meet the requi rements of Appendix B, Criteria V and

XV. It is concluded that quality assurance programmatic

i ssues, as identified by CB&I Root -cause anal ysi s, "

number such-and-such, "could have produced a defect and

this condi tion i s reportable ... " It goes on to say,

"Root-cause analysis," number such-and-such,

"investigated the causes that led to impingement of

safety-related rei nforci ng steel and steel containment

vessel during concrete core-drilling operations wi thi n

Unit 2 containment structure .
" That ' the core-drilling

issue that we di scussed that originated in February of

this year, is it not?

1' It is.
19 Q And a report to the NRC under the 50.55(e) significant

20

21

22

23

breakdown in quality assurance program identifies the

root-cause analysis of that event as potentially

reflecting a si gni fi cant breakdown in your quality

assurance system, correct?

24 A The root -cause that was done indicates — let ' see,

25 impingement of safety- related — no defect has been
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10

12

13

identified... Could have produced a defect.

Q Okay. One moment.

And what are the Criteria V and XV that are

referred to? Quality Assurance Criteria V and XV?

A I don't have those memorized.

Q Let's see if I can help, then. One moment [ind1cating]

MR. GUILD: A moment, Madam Chair, please.

[Brief pause]

BY MR. GUILD:

Q Would you accept that Criterion V is entitled

"Instructions, procedures, and drawings"?

A Would I accept? Yes.

Q Yes. And XV is "Nonconforming materials, parts, and

components" ?

15

16

A Okay.

Q So, as of this most recent date — June 16, 2015 — a

17

18

19

20

21

22

23

month ago, you'e still notifying the NRC of significant

breakdowns in the quality assurance program, wi th

respect to design issues and wi th respect to identifying

nonconformances, Criterion V and Criterion XV, as of

last month, with regard to the concrete cori ng issues

occurring in February that you characterized as creating

only a minor scratch on the containment vessel.

25

A Is there a question?

Q Yes. You made that notification to the NRC,
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notwithstanding your testimony that you only scratched

the containment vessel.

A We did make thi s notification, and we did just scratch

the containment vessel. When I say "we"—

Q And as you—

A When I say "we," I mean Chicago Bridge & Iron,

contractor.

10

12

13

15

17

19

20

21

22

23

24

25

Q Your contractor. And as we sit here today, this remains

an open, unresolved item with the Nuclear Regulatory

Commission, reflecting a significant breakdown of your

quality assurance program at the site?

A It doesn't reflect on our quality control program; it
reflects on the CB&I quality control program. And I

believe this closes that Part 21 report.

Q Now, as I said earlier today, we just hear that the

Toshi ba Corporation CEO has resigned, that Toshi ba

announces that — I'l use the colloquial term — they

cooked thei r books 1n terms of underreporti ng their
costs and exaggerating the1r profits. You'e years

behind 1 n your construction schedule, hundreds of

millions of dollars overbudget, and in a dispute wi th

Toshi ba/Westinghouse about who ' going to pay the bi 1 1 .

In your op1nion, Nr. Byrne, doesn't the most recent

developments at Tosh1ba undermine SCE&G's bargaining

power in being able to favorably resolve those d1sputed
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costs to the benefit of South Carolina ratepayers?

A No.

MR. GUILD: That is all I have. Thank you.

CHAIRMAN HALL: All right. Thank you.

Commissioners?

You want that one in evidence?

MR. GUILD: By the way, I do. Thank you.

CHAIRMAN HALL: So it wi 11 be Hearing Exhibit

No. 7.

10

12

13

14

15

16

17

19

20

21

22

23

25

[WHEREUPON, Hearing Exhibit No. 7 was

received in evidence.]

MR. GUILD: Thank you

CHAIRMAN HALL: Commi ssi oner Howard.

EXAMINATION

BY COMMISSIONER HOWARD:

Q Mr. Byrne, good afternoon.

A Good afternoon.

Q Apparently. the NRC has to approve operator training

planning . And for the operator trai ni ng and license, i f

the NRC does not grant a Commission-approved simulator

status, what would you do?

A Well, first, the Commission-approved simulator, there'

two ways to get a simulator approved . One is a plant

reference simulator. That was the path that both the

Commission and the utilities thought we were going down,
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When that ran into some roadblocks, our contingency plan

was the Commission-approved simulator. Now, it's not

something that they have done before, so they are wading

thei r way through this process. We see no reason why

the Commission-approved simulator won't work, but if the

10

12

13

15

16

17

18

19

20

21

22

23

25

Commission-approved simulator were not to be approved,

we would have to amend our license dates. So, the

license is really threefold. One is, you take a written

exam. Secondly, you take a simulator exam; they call it
an operating exam. And the third is sort of a walk-

through to demonstrate that you can perform certain

tasks,

So the one porti on of the exam we cannot do wi thout

the simulator being certified is the operating exam on

the simulator. And so we can do the other portions of

i t whi 1 e we wai t for the simulator to be prepared . So

if the Commission-approved simulator were not to work,

we would look to try to expedite the plant reference

simulator. And, absent that, we would have to hold the

license exams — at least, the operating portion — in

abeyance. You can take the written exam prior to the

operating exam, so we fully intend to employ that

practice. But it could potentially have an impact if
they don't approve it. I don't anticipate that they

wouldn't approve it, however.
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Q Passive residual heat removal exchanger has been sent

back to Italy to add some kind of supplemental bar or

something?

A A stiffener, basically.
Q Who ' paying for that cost and how did it happen?

A That's fixed. It was a design enhancement that came

from Westinghouse. So we'e sending it back to that

facility, but that ' on

Westinghouse 
' ticket .

Q Okay. I was thinking about how to frame thi s questi on,

but talking about delays, in Charleston, I was — well, I

had the ability to go into the construction trailers
while they were building the Ravenel Bridge. And I will

grant you, it's a lot more difficult to build a nuclear

reactor than a little bridge . But they had a timeline

up on the wall, and they knew like on August 2nd at 10

o 'lock, they were goi ng to do this pour, on this thing .

Do you have anything similar to that?

A We do. We do. They have a schedule that they work to,

and we could tell you today, if you said, "When is such-

and-such pour supposed to happen," we could say it'
going to happen on such-and-such a date. So they do do

the same kinds of things. So it's a lot more rigorous

23 than it would be for, for example, a bridge

25

construction, but we do have something similar, yes.

Q When I would go in there, I would see something that was
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supposed to happen, and if it didn', the head engineer

was a friend of mine, so I would just give him all kind

of gri ef . And because of that, I' taki ng full credit

for that bri dge being built on time and underbudget, but

1?5 wi 11 not allow me to go to Jenki nsvi lie. I just
don't have that ability.

Let ' talk about

boundaries 

. We mentioned it
briefly yesterday with Mr. Marsh. When we started this
process back in whenever — '8 or '9 — you came in with a

boundary of 30-some months, or 30 months, and we

compromised down to an 18-month boundary. That was

before the project even started. We had in our mind-

and you did have a lot of variables, you know, a lot of

first-of-a-ki nd reactions . Do you truly believe, this
late in the game, that we still need 18-month

boundaries? You said most of the first-of-its-kind
problems have been answered and resolved. And I guess

I'm concerned about an 18-month boundary, and I,

personally, in my limited knowledge, don't think they'e
necessary. I mean, I think that — maybe six months?

But, I mean, we had 18 months when we didn't know what

was happening.

A Yeah, I think, you know, the original premise — and I

was asked this question back in the 2008 hearings as to

25 why would you want a 30-month contingency, and we gave
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what I thought was a good rationale for that 30-month

contingency. Understanding that the Commission thought

that was too liberal, they cut that down to 18.

Perfectly fi ne wi th that. And what it means i s we have

to come back in every ti me to reset that schedule, if
you will, if we'e going to be outside of that 18-month

contingency.

I still think, with a project that ' got at least
f1ve years to go, that an 18-month contingency is

reasonable. And I don't know that tying it to

production tax credits is necessarily what we need to

focus on. So we'e looking at the ability to complete

the project wi thi n some bounds, and on a project that '

this complex that's still going to last for another five

years, I still think the 18-month conti ngency is

reasonable.

Q Okay. Obviously, you know more about building a nuclear

plant than I do—

A [Nodding head.]

Q — so I yield to you, but that just seemed, in my little
mind, that 18 months was a whole lot of boundary.

COMMISSIONER HOWARD: Madam Chairman, that'
all the questions I have. I'e been totally
humiliated.

25 [Laughter]
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CHAIRMAN HALL: Kept talk1ng, though.

Comm1ss1oner Hamilton.

COMMISSIONER HAMILTON: Thank you. Thank you,

Madam Chair.

EXAMINATION

BY COMMISSIONER HAMILTON:

Q Mr. Byrne, I'm glad you answered that last question that

you do know more about it than Commissioner Howard, or

we'e in bad trouble.

10 [Laughter]

12
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My f1rst question, Mr. Byrne, 1s on page 25 of your

direct testimony. You have — at line 12, section eight,

you had about morale of the people that are going to be

operati ng this unit, because of delays you'e
experienced, that this could be a problem. Has it been

a problem?

A Well, I would say that there has been a morale impact.

I don't know that we'e lost too many people to the

morale impact. At least not yet. Now, certainly, we'e
lost people, so we will have to rehire those. Our

biggest impact actually has been in the trai ni ng

i nstructor ranks. Training instructors are difficult to

attract; they'e retiring in relatively large numbers

around the i ndustry . So we 'e competing not just wi th

the Vogtle plant and the TVA plant for new nuclear
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construction, but we 'e competi ng wi th the operating

fleet for that same resource.

What this secti on was i ntended to get at was, when

we bring in an operator from somewhere else — let's say

they might've been licensed at another plant, and they

come in because they want to be involved with APi000s

and new nuclear construction — they come in with an

understanding that they wi 11 be taking a license exam on

a certai n date, and that the plants wi 11 come on-line,

and they fully intend to be licensed and in the control

room. And if we announce a delay, that impacts them.

So it's longer that they'e in class; it's longer that

they 'e in this indeterminate study phase until they get

the license. So, licensed operators are comfortable

having a license; they'e not comfortable wi th not

having one. And having been one myself, I can

understand that. But what we'e trying to convince

these folks of is, "Look, you'e in this for the long

haul. Maybe some of the things have changed on the

premi se of when you came down here, what your

understanding was, but we still intend to license you.

We'e running into some challenges with the Nuclear

Regulatory Commission, with the simulator," and they

understand those things. But we'e just trying to make

sure that we can retain those operators, that this delay
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doesn't get into their heads and make them start

thinking, "Well, maybe the grass would be greener

somewhere else."

Q So it's kind of a continuous effort on the part of the

company?

6 A It is. And our chief nuclear officer and I have met

10

12

13

with all of the operators in the last couple of months,

just to reassure them that, "You know, it's still our

intention to build these plants. We'e run i nto some

issues on the trai ni ng path, but we believe that we'e
hi red the right people, and we want to retain you folks

so that we can train you to become licensed operators,

so when we go to receive fuel, you'e the ones that are

doing that."

Q Okay. Thank you, sir. I have one other question and

16

17

18

19

20

21

22

23

25

trying to get it into my mind exactly where we stand

with the total costs. And if I could use a little
coalition about a group of friends that I have that we

have a little investment club that we'e had for years-
we'e never been very successful, but we still continue

to enjoy each other's friendship — and we had an idea a

few years ago, through the Chamber of Commerce, that our

community needed more housing available for people

moving in, that could retain and help us wi th industrial

development. So we decided to go i nto the spec house
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10

development on a small scale, so we got together and we

got property, and we built three spec houses. Well,

when we f~rst started and we got the framing done, the

roof put on the house, and you could see where a house

was going to be, we thought we were pretty well along

wi th their financial plan. But then we went to the

fi ni sh work, and the wi ri ng and the plumbing and all the

other things that you have to do to make it sellable and

to be attractive to someone, and we found that our basic

expense was on that end of the construction business.

How does this relate to building a nuclear plant?

12 A Well, the — in a nuclear plant when you'e got so much

13

15

16

17

18

19

20

21

22

23

24

25

structural steel and concrete, the civil works, which is

the phase we 'e in now, is a very challenging phase that

you wouldn't go through with basic construction. What

you 'e talking about with, you know, runni ng the wiring

and the plumbing and those kind of things, we would call

that running commodities. The price for commodities is

fixed, so we'e fixed the price for commodities. As

they identify increased numbers of commodi ti es, while

they'e responsible for the commodity, the labor to

install those is a part of the target portion of this
contract, so that was where it could have an impact is-
and what we'e got in this case is we'e asked for an

increase for the amount of labor that it's going to take
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to install these increasing commodities.

Q Okay. How do we stand as to total costs today, if we

had to break it down?

10

12

13

A I'm not sure — I don't have a breakdown of the commodity

cost. I think if you look at the escalated cost — so go

back to when we originally asked for this and we had

hearings in 2008; I think we got the Order in early

2009. If you look at the escalated costs for our

portion at that point, then what we'e forecasting now

as our escalated costs are about $514 million over that

cost.

Q Thank you, Mr. Byrne. You'e been a good witness, and

you'e held the chair for quite a while. Thank you,

14 sir.
15 A Thank you.

17

18

CHAIRMAN HALL: Thank you.

Commissioner Whi tfield .

VICE CHAIRMAN WHITFIELD: Thank you, Madam

19 Chairman.

20

21

22

23

24

25

EXAMINATION

BY VICE CHAIRMAN WHITFIELD:

Q Good afternoon, Mr. Byrne. I'l try not to keep you in

the chai r too much longer, but I do have a few questions

I want to ask you briefly. First of all, on page 2i of

your direct testimony — and if you need a minute to get
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there . It ' no certain place, just all over that page .

You discuss the consortium's use of revised productivity

factors in development of the revised project
schedule 

.

I guess, first of all, how critical are the revised

productivity factors in meeting substantial completion

dates of June 2019 and June 2020?

A Yeah, I think, from the perspective of meeting the

10

12

13

15

16

17
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dates, I don't know that the product1vity factors have a

significant impact on the date. They certainly are

having an i mpact on cost, so this i s part of our di spute

with the consortium.

So they would bid the contract based on a

producti vi ty factor, let ' say, of one, meaning that,
for a certain task that's supposed to take 10 hours,

that they would anticipate 10 labor hours would actually

be expended on that task. When they gave us our new

estimate of completion around August of 2014 — August of

last year — they came back and they said that "To

complete the project, we think that it ' goi ng to take a

product1vity factor of 1.15." So that's going to

obviously — that means more people, and since the people

portion of this is in target, that means they are

protected under the EPC contract on the labor. And so

that means it's going to cost us more.

So our position is that they 'e being i neffi ci ent
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and they need to be more efficient, and we don't have

any real tools to say, "You need to be more efficient."
So it's in the productivity factor, and then it's in

their what I would call oversight costs; they call it
field nonmanual personnel. And so we believe that they

have too many field nonmanual personnel on the project,

and we think that their i ndi rect-craft-to-di rect-craft

ratio is too high. So indirect craft would be the folks

that would — you get a lot of dust on the site, so you

have to spray them with water periodically. You have to

have people who will run tools and NOTTE back and forth,

those kind of things. So the indirect craft, the craft
that are necessary but not actually doing the work, we

think that that rati o is too hi gh, as

well 

.

So we'e challenging them on those ratios and then

we'e starting to — with that challenge, we'e saying

we'e only going to pay 90 percent of those costs. So

that's obviously starti ng to get them in the pocketbook,

so that's our way to enforce these productivity factors.

But we think that they 'e using too many people and that

their indirects are too high.

Q So they 'e got too many — in your opinion, you 'e
challenging them on having too many supervisors or

foremen and not enough workers, in a sense.

A Well, I think they have enough workers, but I also think
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that those workers are not as efficient as they need to

be . And it ' not necessarily the direct supervision of

the workers; it's all the other folks around that, you

know, the field engi neeri ng support ki nd of folks and

that kind of thing. So we thi nk that they'e got too

many of those kind of folks, and we also think that

their i ndi rect labor is too high, too many of those ki nd

folks, as well.

Q So, like a job like you have setti ng the rebar, and

you 'e got a productivity factor for that . And what

you'e contendi ng is that they are exceeding the amount

of time and number of hours that you have for that task

and what they 'e actually doing are not matching what

you, in your opinion, have for that task.

A So when they bid the project, they bid it with a certain

number of labor hours to perform all of the tasks.

Embedded in that is an assumption on productivity. So

you have to assume that the craft are productive.

They'e not meeting those productivity factors, which

means that either the same number of craft are not

getting the work done, or they 'e getting the work done

and taking more craft than they had anticipated .

Our posi ti on is that we can't just let them use an

unlimited number of people to do these jobs, and so

we'e looking for a means to say there's got to be
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something that's reasonable. The contract does have in

i t a provision for — consistent with good work practices

or industry
practices 

. We think they 'e outside of

industry practices. They would disagree with that. So

that's the form of a dispute. So where we'e in

dispute, then we'e only going to pay the 90 percent.

Q I see. I see. Don't be too hard on field engineers. I

used to be one, years ago. Has the consortium convinced

you of their ability to achieve the revi sed productivity
factors? Now that you'e i dentifi ed this, have they

convinced you that they'e going to be able to improve

these efficiencies you'e talking about, and increase

the productivity factors?

A They claim that they can increase the productivity

factors. And, remember, what you may see in the short

term isn't indicative of what the project is when i t
finishes. And, certainly, what we'e seen is that on

Unit 3, the second unit, for the same task that they

would do on Unit 2, they do it faster and with fewer

people on Unit 3 . So we know they 'e getting better and

are getting faster with Unit 3. We'e just very

concerned that what we see now doesn ' indicate a

significant improvement. And even when you factor in

the improvements for Unit 3, we don't know that they'e

going to get there, so we 'e still pushing them to
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improve those efficiencies.
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Q And as far as the completion of the project, we'e heard

a lot about that already, but do you happen to have or

know — I know you'e pretty good at tossing out figures

off the top of your head. But do you happen to know

what the percentage of completion is for the

construction of each unit, Unit 2 and 3, and for the

project as a whole? I know we quizzed Mr. Marsh a lot

yesterday about how much capital he still had to rai se.

If you could, do you have those percentages off the top

of your head, or—

A I'm going to disappoint, because I don'. You know,

when you look at completion, there are a variety of ways

to look at completion, and we are aware that the other

project has announced some completion numbers recently.

When we look at those, we don't — we haven't been

looking at things in the same vein, but we would be

consistent with the Vogtle project on whatever they

announce as a percent completion, because we'e right
there with them on everything. But we havn't focused on

what percent complete we are.

Q Of ei ther uni t or the project as a whole?

A No, we haven'.

Q And I guess, lastly, we'e talked a lot about falling
behind and what has happened in the last seven years,
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and we'e talked about some of the issues that you'e
faced and some of the issues that you'e still facing.

And you 'e talked a lot — you 'e had a lot of discussion

even this morning with Mr. Guild about safety and

nuclear standards, NRC standards, and that sort of

thing, and I'm certainly not suggesti ng that any of that
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be compromised in any way. But on the flip side of this
— the negative, if you wi 1 1 — is there any reason that

we have maybe for hope that you might could gain some

ground where some ground has been lost? I think I asked

this question in a previous hearing, but, for instance,

like the welds that you had to expand the facility up in

Virginia to be able to do in another building

simultaneously, that's a way to speed thi ngs up. Is

there anything else that can be done, short of working

people, you know, hours that might be unsafe? I realize

people — overtime ' a regular thi ng in a project like

this, but is there anything that can be done where not

only the productivity can be gained but also to gain

ground in fabrication and other areas where we could

have some hope for a sooner completion of either or both

units?

A Yeah, we'e goi ng to continue to i nvesti gate, wi th the

consorti um, mitigation techni ques . And we do believe

that there will be opportunities for each of the
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fabricators to improve their turnout of components.

Right now, we'e focused on what is the critical path,

and that is going to be the CAOi module, the set of that

big CAOi module, whi ch we think should take place this
week, and then the shield billing as the next critical
path.
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We'e started to set shield building modules

already. We'e taken a look to see if — you know, the

original plan was to set each of them one at a time.

For the taller sections, we think we can set those two

at a time. We'e doing the welding to weld them up.

We'l see if the fit-up works that well when they'e
actually placed on the nuclear island, but that's an

opportunity.

The facility at NNI that you talked about, where we

agreed that it would be beneficial to try to accelerate

that, we actually split that cost with the Vogtle

project 

. And so we think that there ' some

opportunities there yet with Newport News Industrial.

And then there's other portions of the shield

building . When you get above what we call the ri ght

cylinder, then you'e got the air intake. There'

taking air in as a part of the passi ve cooling system

for these units. When you get up to that level, that

design has been completed but the panels haven't been
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fabricated yet, and so that's on critical path, so

that's another area where we think we can focus some

attention and perhaps gain some time.

But there are opportunities. It wi 11 be a

challenge, but there are opportunities.

6 Q Well, I was a little bit encouraged with your answer to

10
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Commissioner Hamilton about how a lot of the thi ngs

externally that have been done were your hard part, and

that a lot of the other components were fixed and kind

of known, if you will, and that sounded somewhat

encouraging, your answer to him, when he used the

comparison, of course, to a house, to home construction.

And stop me if I'm aski ng something that I shouldn',

but in this acceleration, these opportunities that you

just mentioned to me, is it possible that you could use

that as a carrot, if you wi 11, in your negotiations with

CB&I? Is that possible? And if I'm going somewhere I

don't need to go, you just let me know and don't answer.

18 A I don't think that the — that those would be a carrot

20

21

22

23

25

with CB&I. Where we see the opportunity to accelerate,

the consortium — because it' Westinghouse and CB&I that
we'e negotiating with — they would probably look at

that as an opportunity to say that they need more costs

for that, that there's more cost in. So the

negotiations are multifaceted and intricate, so, you
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know, where we would propose an acceleration and perhaps

to use less labor, they would say, "We can accelerate

this, but it's going to cost something more."

Q Certainly when i t comes to overtime, they 'e going to—

A Right, ri ght . And more than just overtime . For

example, when we looked at the opportunity to accelerate

at the Newport News facility, they said "Look, we'e
spec'd out a subcontractor. They'e utilizing all of

the facility. It goes beyond commercially reasonable

terms to expand that — you know, capital expansion at

that facility — simply to accelerate your schedule."

And so when we looked at that, we said, "Well, perhaps

that's a legitimate argument, but it's well worth it to

us to accelerate that

schedule 

.
" So the $44 million in

cost that we split with the Southern Company seemed to

be something that we thought was reasonable.

So, we'l look at other opportunities there, and

it ' all ti ed together, and all of our commercial

disputes wi th the consortium, as well, so we 'e going to

try to resolve most of these things all at the same

time.

Q And so you do hold out — on a positive note, I guess

you'e saying you do hold out some hope that some lost
ground can be made up, maybe.

A I believe there are opportunities there, so we'e going
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to push them to be successful at getting those

opportunities.

VICE CHAIRMAN WHITFIELD: Thank you, Mr.

Byrne.

That's all I have, Madam Chairman.

10

12

13

CHAIRMAN HALL: All right. Thank you.

Let's break for lunch now. We have our

business meeting at 2 o'lock, so we will resume

thi s hearing immediately at the conclusion of that

business meeting. I think it will probably be 2:15

or so. So for now, we are adjourned.

[WHEREUPON, the witness stood aside.]

[WHEREUPON, a recess was taken from 12:40

to 2:15 p.m.]
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AFTERNOON SESSION

10

12

13

15

16

17

18

19

20

21

22

23

25

CHAIRHAN HALL: Before we begin, let me just
tell you, we have to fini sh today, so — we have to

finish today. So, let's do that. All right.

THEREUPON came,

STEPHEN A . B Y R N E

recalled as a witness, who, having been previously duly

affirmed, was examined and testified further as follows:

CHAIRHAN HALL: Commissioner Elam.

EXAMINATION

BY COHHISSIONER ELAN:

Q Good afternoon.

A Good afternoon.

Q Yeah, I have sort of that problem with making sure I

don't add an "s" at the end of your name, either. I'm

sure you don't take anything about that, working at a

nuclear plant.

[Laughter]

Page 26 of your prefiled testimony — in some ways,

this is sort of a follow-up of something that

Commissioner Howard asked you about. Well, in this
case, it's the digital test strategy that demonstrates

that the AP1000 integrated i nstrumentation and control

system is in compliance with design requirements and

regulatory commitments. If the NRC doesn't agree that
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you'e in compliance there, what's Plan B there?

A Well, what would happen is that Westinghouse would have

to change the test strategy. So what the NRC is going

to do is they 'e looking at a new digital control scheme

for a system to operate the plants. They are asking

Westinghouse, "How is it you'e going to demonstrate to

us that it performs the functions it's intended to

perform?" And if the NRC doesn't like somethi ng in that

test strategy that Westinghouse has proposed,

Westinghouse would have to go back and redo the test
strategy to address the issues of concern to the NRC.

Q And is that something that you would expect would cause

13
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20

21

delay of any significant amount?

A As we sit here today, I would not anticipate that, but,

not knowing what questions the NRC may have — as we

said, our engi neeri ng staff is following thi s. The

feedback from the NRC so far has been positive. That

could change. So I can't predict what ki nd of delay it
might cause, but as we sit here today, I don't expect it
would cause any delay.

Q There ' communication going back and forth wi th the NRC

22 as you'e going?

23

24

A There i s.

Q So if there's a problem, it's not going to just come out

25 of the blue as a surprise.
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A Right, we should know about it when the NRC knows about
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Q Okay. Page 30 of your prefi led, at lines six and seven,

you 'e talking about not j eopardi zi ng the safety or

quality of the project, " ... but by the same token, we

will not tolerate unnecessary spending." When you wrote

that, did you have a particular example in mind of

something you had run across, unnecessary spending, that
— and I'm guessing this is by the subcontractors.

A No, I thi nk this is looking at us staffing the project .

Q Yeah.

A Certainly, we'e addressed an issue with the

subcontractors on the fact that we think that thei r

staffi ng is far too liberal. We would like to see that

scaled back. So that's not any surprise. I think what

we'e saying here is, as we i dentify things that we need

to do — for example, if we think we need to put

inspectors in locations that safety-related components

are being constructed that have had some issues, we'e

going to make those kinds of decisions on whether to

staff those ki nds of posi ti ons, but at the same ti me,

we'e not going to hire staff frivolously. We only want

to hi re the number of people that we think are

appropriate for the project.

Q On page 35 of your testimony, you talk about submodule
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production issues and explain that SCE&G allowed

Westinghouse/CB&I to use space at the Jenki nsvi lie site
to relieve congestion issues at the Lake Charles

facility. The subcontractors made that request of you,

correct?

A Correct.

Q Was SCE&G compensated in any way for the use of your

site construction facilities?
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A We were not compensated for use of the facilities. The

space is being utilized by the contractors, anyway, so

they have access to the site. They get to utilize the

si te, organize the si te, as they see

fit 

. This was a

scope of work that was not supposed to be done at the

site originally.

Q Uh-huh.

A And so what we did was we segregated some portions of

the site, and we made that an extension of Lake Charles,

if you will. So what that created for us was a burden

for accounting, so we wanted to make sure that we

weren't being charged the on-site labor for things that

should've been taking place in Lake Charles. We

segregated those charges and those accounts.

Q Okay. So, there would've been an adjustment as to what

you owed them?

25 A No, we just wanted to make sure we were not bei ng
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charged any hours for any of the labor working on these

modules, because that was a fixed scope to the Lake

Charles facility.
Q UI1-I1UI1.

A Just because they were relocating to our site, we

shouldn't pay for that.
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Q I see. You were discussing a little earlier — it may

have been with Commissioner Whi tfi eld — some of the

back-and-forth, as far as there being — and it may have

also been with Nr. Guild — the similar work that's going

on at Jenki nsvi lie, done by CB&I, and at Vogtle at the

same time. You'e got the — is it the exact same set of

subcontractors now?

A It' the same — the contract is wi th Westinghouse and

CB&I, just as it is at the Vogtle project. The majority

of the subcontractors are the same. There may be one or

two slight differences. For example, we'l use Gregory

Electric to run lights around the site. They won't use

Gregory Electric; they 'l use somebody similar to that,

but not the same company,

Q Okay. I guess when SCE&G came to this Commission in

2008, part of the justification of these subcontractors

was that they were both going to be doing the same thing

at two sites and that the experience would be helpful.
I'm not questioning that. But as it has gone along, and
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as it continues to go, have you found that there's any

tug-of-war between SCE&G and Georgia Power for the
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resources of CB&I and whoever the other subcontractors

are?

A We haven't found any tug-of-war for resources. The only

issue that we have run into is there are times when they

have union labor going to work at the Vogtl e site, as a

functi on of tHe fact that they sought the loan

guarantees. We'e using open shop. And there have been

a couple of occasions for some specialty areas where we

were looking for more resources, additional resources,

and some of the resources at the Vogtle site, where they

were union, wouldn't come to our si te because it was

nonunion. Otherwise, we'e not seen any issues between

the two sites for resources.

There are a couple of thi ngs that wi 11 be only

utilized one time . For example, the basemat pour for

concrete. Some of the big pumper trucks, we only had

one set of those. And so the set was at our site first,
and we poured first, but it was sequenced, and then it
immediately went back to the Vogtle site. The rigging

for lifting some of the big modules, they don't have two

complete sets; they have one set. The CAOi module that
we'l lift this week, there's one set of rigging for

that and we have the rigging now. So we'l lift that
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before the Vogtle site will. Those are sequenced, so

it's well understood where those — where they'e going

to be and when.

Q Okay. And a different issue, but also a Georgia/South

Carolina relationship: There was a good bit of

discussion earlier in the hearing about the disputed

items that SCE&G has with CB&I, and that it ' being

negotiated right now as to what the outcome is. I

believe it was also mentioned that Georgia

Power/Southern Company, is in court over the same

issues. Did I hear that right?

A I think that's what you heard from either yesterday or

this morning — I think it was yesterday. I know that

the contracts are different, so I don't know that

Georgia Power and the consortium are in court over the

same issues. The original issue that got them to court

was a site excavation issue that we did not have. Our

sites are different. They'e a soil site; we'e a hard-

rock site. They had much, much more excavation to do

than we did . Their initial dispute wi th the consorti um

was over that excavation and the additional charges for

the excavation. So they got into it with them. They

are also still in litigation, as I understand it — I

don't thi nk anything has been settled — over the

commercial i ssues that we settled with the consorti um in
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2012. So I know both of those issues are still in play.

Q Okay.

A Whether there's been additional lawsuits over the issues

that we'e dealing with right now, I couldn't tell you.

Q Is it possible that, if there is any delay in you

negotiating these issues, it might have something to do

with issues being in litigation in Georgia?

A Uh

Q Not wanting to settle and—

A Yeah, I don ' know that I could tell you definitively .

I get a sense that there are some things that the

consortium is being very careful wi th us about, because

they are in litigation in Georgia. So some of the

i mpact on how quickly they come to the table, how

quickly we'e able to negotiate things, I do get a sense

that there is some pressure put on them by the fact that
they'e in litigation in another jurisdiction.

COMMISSIONER ELAM: Thank you. I have nothing

further.

20

21

CHAIRMAN HALL: Thank you. Commissioner

Randall.

22

23

25

COMMISSIONER RANDALL: Thank you, Madam Chair.

EXAMINATION

BY COMMISSIONER RANDALL:

Q Thank you, Mr. Byrne, for being here today. I'e got a
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couple of questions in follow-up. You talked about

these just a little bit, especially a little bit earlier

with Commissioner Howard and wi th Commissioner Whi tfi eld

a little b1t, about tim1ng and about delays and

advancing the schedule milestones, I guess. Is there a

specific milestones recovery plan to make up the ti me,

or 1s what you were telling — you went into a lot of

depth earlier on that.

A Yeah, what we have is a rebaseli ne milestone schedule

that was submitted with this proceeding. We are worki ng

on the critical milestones. So there may be some

milestones in here that there would be a lot of benefit

to speed them up, if they'e not on critical path, for

example. So our focus has been on the ones that are on

critical path. So, CA01, shield building, those are the

focus. So most of our effort to try to mitigate

schedule or expedite things have been along those lines.

Q Okay. Thank you. We talked earlier, too, at length I

think, about the NRC's Part 21 reports, and the

consortium 

'
problem with meeting the time requirements

on reporting. Does that put the project — does that

give us any more exposure than what you'e already

talked about?

A No, I don't think so. There was only one issue that

we'e aware of, associated with our site, where the
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timeliness of reporting was questioned. Part 2i is a

normal part of the nuclear process, so we do Part 2i

we will do Part 2i reporting on Unit i, for example. So

it's — it sounds funny to say, but it's a good thing.

You want nuclear suppliers to air when they have issues,

and to the extent that you can stop those issues from

being installed in any other nuclear facility, that's a

good

thing 

. So we always want people to report issues

and problems.

10 Q Learning process for everybody?

11 A It is a learning process.

12 Q Just one more quick question. And we'e talked about

13

14

15

16

17

18

19

20

all of these, and I think Mr. Marsh alluded to some of

this, as well. You know, when we have heari ngs on this,
we always hear we need to replace nuclear power with

wind and solar, and we need to — or replace it with gas.

And I know somewhere in there, there ' capacity factor

difference in base-load and what's supplemental. Could

you just hit on that just a little bit, just to make

sure my brain is in the same place?

21 A Yes. When we look at power plant replacements or new

22

23

25

power plants, we 'e looking at what type of load it '

intended to serve. These plants are base-load, and

that's how they were sited, so they'e base-load

generation. We also have intermediate generation, which
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will be running not all of the time; and then we'e got

peaking units, which you would generally only use during

peak time periods, in very cold periods during

wintertime and very hot periods during the summertime,

or when other generation might not be available. So

these were sited as base-load generating

units 

.

We'e had some experi ence with wind in west Texas.

We have some experience with solar. We'e got a couple

hundred solar generators on our system, the largest of

which is the Boeing facility down in North Charleston.

So we'e got about 10 acres of solar on about a 14-acre

roof of one of thei r production fabri cation buildings.
So that's about two and a half megawatts. So our

experience wi th the Boeing facility is that its capacity

factor, over the last couple of years, has been around

18 percent. So when you hear that it's a two-and-a-

half-megawatt facility, that's two and a half megawatts

at peak. The peak only happens for a short peri od of a

day, and then only for a couple of months out of the

year. And so there's nothing that has impeded that

facility; it's been available 99 percent of the time,

but the capacity factor is 18 percent, as opposed to 90-

plus percent for nuclear units or traditional base-load

generating units.

25 Q Thank you. With EPA's 111(d), and we'e talking the
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carbon footprint of everything, I guess, when we talk

gas, what — as I'e understood, gas is better than coal,

but not a ton?

A I think it depends on who you listen to as to whether

10

you believe that, or not. I think the Sierra Club's

position on their website is that gas is equivalent to

coal in carbon emi ssions. But, when you look at the

burning of coal compared to the burning of natural gas

to make electricity, there's less emissions of CO, coming

from the gas plants than coming from the coal plants.

Q And you still think that the nuclear and the conversion

12

13

of coal to gas is going to be the way that we'e going

to help meet the EPA's standards?

14 A Yeah, I believe that the EPA standards, as written for

15

16

17

18

19

20

21

22

23

25

certain states, will end up with a significant increase

in cost to consumers in those states. We happen to be

one of those states. If you look at how new nuclear is

treated, it's treated as if it's already operating,

which we think is a problem with the construct of ii 1(d)

and how the states wi 1 1 be allocated their CO, emi ssions

numbers. That needs to be rectifi ed.

Beyond that, even if that were to be rectified and

the new nuclear plants were treated as not already bei ng

built, as they are now — or not already completed — we

wi 1 1 still have a way to go to meet the emi ssi ons
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20

numbers that wi 11 be promulgated in the State'

allocation under 111(dj. That means there's still
expense that would have to go on beyond these nuclear

plants. Natural gas is one way to do that, so that

might call for more coal plant reti rements, whi ch again

wi 1 1 come with a cost . As Mr . Marsh pointed out, that

Clean Power Plan anticipates that you will increase

efficiencies at coal plants. Now, we run some of the

most efficient coal plants in the country, so I don'

think there's much more efficiency we'e going to be

able to get. Certainly, we'l try, but I don't think

you'e going to get the kind of efficiency improvements

that the plan would forecast that you might get,

particularly for us.

COMMISSIONER RANDALL: Thank you.

Thank you, Madam Chair.

CHAIRMAN HALL: All right. Thank you.

Commissioner Fleming .

COMMISSIONER FLEMING: Thank you.

EXAMINATION

21

22

BY COMMISSIONER FLEMING:

Q I wanted to ask you, with China building the nuclear

23

25

plant like the Vogtle and V.C. Summer 2 and 3 Units, are

they using the same vendor for their modules that you

all are using?
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A No. They bought the technology from Westinghouse, so

they have Westinghouse on site with them. Shaw first,
and then CB8I, was doing construction oversight, not

doing the physical construction. So they'l use

different vendors for the construction and they'l use

different vendors for the parts and pieces.

They are not getting their modules from Lake

Charles; they'e getting them from an indigenous Chinese

module facility. And then other components — you know,

the turbine, the generators, and other things — those

are coming from indigenous Chinese suppliers. There are

some components, particularly on the nuclear island, the

thi ngs that go i nsi de the contai nment vessel — the

reactor, the steam generators, those ki nds of nuclear-

specific components to the Westinghouse design — they'e
getting from the same vendors where we'e getting them .

Q So they'e not having the problem, though, that you'e
having?

19 A They have not had the problems we'e had with the

20 modules.

21 Q So it's not the design; it goes back to putting it
22 together?

23 A Well, it is the design and it is the facility and it is
24 the workforce. Now, I'm not sayi ng—

25 Q Are they using a different design?
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A They'e using the same base design, but as changes come

up in the US design, they 'e not committed to making

those changes in China. So they can go ahead without

the changes being done. They also don't have the same

regulator that we have, so the Nuclear Regulatory

Commission does pay a lot more attention to the

suppliers and the vendors than the Chinese regulator

does.

Q So they are not under the same quality control

10 standards?

12

13

14

15

16

17

18

19

20

21

22

23

25

A No, they'e building them to the same quality standards.

So when you specify a specific code or a standard,

they'e building them to the same standards. They'e

not inspected to the same standards, and they don't have

to live up to NRC regulation. So if something were to

be amiss from an alignment perspective in China, they

could move it and then as-built 1t later, because

they'e not building under Part 52. So they don't have

to build under the US regulation; they'e building under

Chinese regulation.

Q Okay. And it seems that I remember when it moved from

Westinghouse/Shaw to Chicago Bridge 8 Iron that you were

very happy; you thought you would be getting better

results, as a result of that, because of their past

performances in other areas, I assume. So, I guess this
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has been a little bit of a shock that the design — the

quality has not come about as soon as you would've

hoped?

A I think I would categorize it as a disappointment . Some

of the issues that CB&I is dealing with are legacy

issues from Shaw. So, they purchased the Shaw Group and

they got, with that, the facilities that Shaw

constructed. So they inherited, if you will, the

facilities and the workforce from Shaw.

Now, to their credit, CB&I has made a lot of

changes. Their willingness to deal with change is much

greater than the willingness of Shaw was. Shaw got very

entrenched in their positions and they didn't feel like

it was their obligation to make any changes. I don'

know that Shaw would have come to the conclusion that

they needed to descope the facility and would have gone

to the extra expense of moving to other facilities to

construct these modules, particularly for the trailing
unit, Unit 3. So CB&I has been better. But are they as

good as we wanted them to be or hoped them to be?

They 'e not that good . But they 'e certainly better
than the Shaw Group was.

Q Okay . But it sounds like you 'e moving in a posi ti ve

direction, somewhat?

25 A Yeah, even the CB&I/Lake Charles facility, I think, is—
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it is moving in a very positive direction, and we are

seeing good quality coming out of that facility now.

Q Okay, good. And you talked earlier about the shield

building construction as being a critical path item—

A It is, yes.

Q — as you'e moving forward? What other critical path

items are out there and impacted by the failure to

receive modules or other components of sufficient
quality and quantity?

A So the way that we look at it, there will be one thing

that might be on critical path, but there wi 11 be other

things that are on what we would call the secondary

critical path, which means they 'e right behind the

first one. And as soon as you complete a critical path

item, something else will naturally take over that

critical path.

So, right now, the CAOi submodul e is a critical
path, leading into the shield building. After the

shield building, we'e looking at CA03, which is another

module, whi ch forms a large portion of the tank, as

being a critical path item, so we'l be putti ng a lot of

focus on CA03. Once the shield building gets built,

you 'e going to be into — you know, something else wi 1 1

take over. Eventually, the startup testing will take

over the critical path, and there's about six months in
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12

13

the schedule to do that startup testi ng, so we'e

looking very hard at how we do that . We'e tryi ng to

gain experience in the startup testing . That ' why we

intend to send some of our startup engineers over to

China when they start that plant up, and we'e had

startup engineers go to the Watts Bar unit in Tennessee.

Even though it's a different design, they'e still going

through a startup process. So we'e had two folks there

for six months, getti ng that experience, and we'e got

two other folks that are lined up and ready to go to

Watts Bar. And we anticipate that Watts Bar should

start up towards the end of this year. Perhaps first
quarter of next year, but we think it'l be towards the

end of thi s year. So somethi ng else will take over the

15

16

17

critical path, and eventually it's going to be that

startup testing.

Q Okay. And each one of those, I guess, could cause

18 delays along the way?

19

20

21

22

23

A Each critical path item will have impacts on the

schedule, but it could be both positive and negative.

If we find a way that we can do the startup testing in

less than six months, we'e going to pursue those.

Q But you sounded realistic yesterday that you could still
stay on schedule?

25 A I believe that we'l stay on schedule. I thi nk the
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opportunities to improve the schedule for Unit 2,

there's probably not much there. I think our focus

should be on Unit 3, because I think we wi 1 1 have

opportunities to improve that schedule.

5 Q For Unit 3?

A For Unit 3.

Q Okay. And is there the possibility that already-

10

completed components could deteriorate to the poi nt that

they wouldn't meet NRC standards, while you'e waiting

with these other delays?

A No, I don't think that's likely. So far, you know, the

12

13

15

16

17

18

19

20

21

22

23

25

components that we'e gotten are mostly structural. The

structural components won't degrade with time. Even

things you see that are metal that have a rusty looking

surface on them, that rust passivates the surface and

stops any corrosi on, so we 'e not antici pati ng any

problems with like the shelf life of those components.

We are putting some thi ngs in climate-controlled

storage, so that — even some of the tents that we have

erected on site have air conditioning associated with

them, so you'e monitoring for temperature and you'e
monitoring for humidity. So the components that require

that — cable, for example; we 'e got some cable inside

already that ' required to be stored in that level of

storage that has humidity and temperature controls — we
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have those facilities available to us.

Q And so even 40 or 60 years out, it wouldn't interfere

wi th—

10

12
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A Yeah, 40 or 60 years out, there are components that

would degrade. Just like on Unit 1, we'l have a plan

to replace those components before degradation takes

place. So, you'e monitoring for degradati on all the

time, and in your operating nuclear facilities, you'e
replacing them all the time. And that's one of the

reasons we were able to extend the life of Unit 1 is

that we had to submit to the Nuclear Regulatory

Commission a plan for how we were going to deal with

components that would degrade over ti me.

Q So even if they degraded a little earlier than

anticipated, you would just replace it. It-
A Yeah, that's what—

Q — wouldn't impact—

A — the monitoring accomplishes.

Q Okay. And going back to the liquidated damages under

the EPC contract, Ns. Walker indicated that she'

confident that you will recover the full amount. I

didn't get that same vote of confidence, even though you

felt that there was the possibility. But you'e still
not — you don't have any timeframe at this point—

A Well, for the liquidated damages, they have to complete
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the plants by the guaranteed substantial completion

dates, or that triggers the liquidated damages provision

of the contract. We believe they wi 11 not get the

plants finished by the currently approved guaranteed

substantial completion dates, which does trigger the

liquidated damages. So, you know, liquidated damages

would be fully paid at roughly a year out, and so we

don't see any reason not to conclude that we wouldn'

recover all of the liquidated damages.

Q So you — that — all right. So you were talking — so for

that particular one, you feel that you have the same

degree of confidence?

A Yes. Yes, I do.

Q And how would they do this? Will they deduct that

amount from future invoices, or how will that be

settled?

A I haven't looked into the mechanics of how you do it. I

would assume that it would be done as you suggest, which

is that we would not be maki ng future i nvoi ce payments

on that. Ns. Walker may be able to answer that questi on

a little better than I could, but I would assume the way

you mentioned would be the way we do it.
Q All right. And I just wondered — and I don't know if

you sai d it — the i 0 percent that you 'e not paying, do

you know what that amount is?
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A I don't have it at my fingertips, but it's going to be-
if the delay charges would be, I think, $ 540-ish

million, that would represent a 90 percent number, so

you'e looking somewhere on the order of $ 50-$ 60

million.

Q Okay.

A And those — you know, those charges, we'e — I want to

make clear, we'e not disputing that the money wi 11 be

spent.

Q Right.

A We'e taken a look at this plan that they'e come up

with, and we think they'e going to spend the money.

It ' just a question of entitlement . So, you know,

they'e goi ng to spend the money. In fact, they'e
going to spend this money and a lot more. You know, if
I look at what Westinghouse and CB81 are overspent in

what they anticipated and that they cannot recover from

us, I would say that's well in excess of $ i billion.

COMMISSIONER FLEMING: So we had said earlier
they might be in the red at the end of this.
Sounds like they could be. All right. Thank you,

very much.

CHAIRMAN HALL: All right. Thank you.

Commissioners, any other questions?

[No response]
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EXAMINATION

BY CHAIRMAN HALL:

Q Okay. Mr. Byrne, I just have one about the employees.

Have you had a decrease in the workforce due to the

construction delay? And about how many?

A We haven't had any decrease in the SCE8G workforce. For

the contractor workforce, they have had at least two

reductions in force, not necessarily as a result of the

delays. The contractor generally uses that to get rid

of folks that they would not want to keep long-term.

Q Okay.

A And I think they'e generally going to be in the lines

of 10 percent of the workforce, or less. In fact, I

think the last one was less. So they'e done one this

year, and then they did one a couple of years ago. So

they'e going to do thi s. They'e warned us that they

would do thi s peri odi cally.

Q Okay, they anticipated doing that . Okay . And has SCE8G

been able to maintain productivity during the delays? I

mean, if you haven't reduced force, have you been able

to maintain the same level of productivity that you are

satisfied with?

A From our folks? Yeah, I would say the delays have

actually made some things a little bit easier on us.

When we talk about issues with qualifying operators, if
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you have a longer period of time to qualify those—

Q Okay.

A — operators, it does make that a little bit easier.

Q Yeah.

A Not that we'e letting up. We'e also i nsi sted on

10

12

13

15

16

17

18

receivi ng parts and pieces, so the contractors that are

responsible for delivering parts and pieces, we want

those to show up. Now, that creates a bit of a problem

for us with storage space at the site, and that'

another bone of contention between us and the

consortium, but I'd much rather have the components

residing in Jenkinsville than in Italy or Korea or Japan

or Brazil, or wherever they'e coming from. So in

general, we 'e receiving the parts and pieces in a

timely fashion, even though they'e not necessarily
needed at this point in

time 

.

CHAIRHAN HALL: All right, excellent.

All right. Commissioners, no other questions

19 for Hr. Byrne? Last chance.

20 [No response]

21

22

23

Okay. Hr. Zeigler, do you have any redirect?

HR. ZEIGLER: No redirect.
CHAIRHAN HALL: Okay. Hr. Byrne, you are

done. Thank you.

25 WITNESS: Thank you.
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[WHEREUPON, the witness stood aside.]

CHAIRMAN HALL: All right. Ready for your

panel?

10

12

13

15

16

17

18

19

20

21

22

23

25

MR. WILLOUGHBY: We are.

CHAIRMAN HALL: Okay,

MR. WILLOUGHBY: So we would call to the stand

a panel consisting of Carlette Walker, Ronald

Jones, and Dr. Joe Lynch. If you'l come forward?

Madam Chair, if thi s is okay — as they'e
coming forward — I'l ask each one of them to

summarize their testimony, and then we'l submi t
the whole panel for cross-examination, if that '

the way you would ask that we proceed.

CHAIRMAN HALL: Yes, sir, that ' fine.

[Witnesses affirmed]

THEREUPON came,

RONALD A . JONES
C A R L E T T E L . WALKER

JOSEPH M . LYNCH , P h . D

called as witnesses on behalf of the Petitioner, South

Carolina Electric & Gas Company, who, having been first duly

affirmed, were exami ned and testified as follows:

DIRECT EXAMINATION

BY MR. WILLOUGHBY:

Q Dr. Lynch, you'e now been sworn?
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1 A [LYNCH] Yes, sir.
2 Q Would you state your full name for the record?

A [LYNCH] Joseph Lynch.

Q And by whom are you employed and in what capacity?

A [LYNCH] I'm employed by SCE8G is manager of Resource

Planning.

7 Q In connecti on wi th thi s proceedi ng, Or. Lynch, did you

cause to be prepared and prefi led di rect testi mony

consisting of eight pages?

10 A [LYNCH] Yes, I did.

11 Q Are there any corrections to be made to the testimony?

12 A [LYNCH] Yes.

13 Q Would you di rect our attenti on to page and line numbers

that you need to correct?

15 A [LYNCH] On page five, line five, in the middle of the

16

17

18

sentence there's a question mark that needs to be

replaced wi th a closed-quote, and preceding that, "mats"

should be capitalized.

19 Q So that's page five, line five. The question mark would

20

21

be deleted and it w111 be closed-quote, and then "mats"

would be capitalized?

22 A [LYNCH] Yes.

23 Q Perfect. Are there other corrections?

2c A [LYNCH] On line 15, the sentence beginning "The EIA

25 forecast..." after that what should be deleted is "falls
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between SCEKG's base case forecast and," and that phrase

should be replaced by "approximates."

Q And if I may read it, as corrected, it would read, "The

EIA forecast approximates the 50 percent higher gas

price for gas."

A [LYNCH] That's correct.

Q Are there any other corrections to be made to the

testimony? Just the testi mony.

10

A [LYNCH] No, sir.
Q If I asked you the questions that appear in the

12

13

testimony, as corrected, would your answers from the

stand today be the same?

A [LYNCH] Yes, they would.

15

17

18

19

20

MR. WILLOUGHBY: Madam Chair, we would move

the introduction of the prefiled direct testimony,

as corrected, of Dr. Lynch, into the record.

CHAIRMAN HALL: All right. Dr. Lynch's direct

testimony will be entered in the record as if given

orally.

(See pgs 533-540]

21 MR. WILLOUGHBY: Thank you, very much, Madam

22

Chair .

23

25

BY MR. WILLOUGHBY:

Q Dr. Lynch. do you have exhibits attached to your

testimony, consisting of JML-i and JML-2?
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A [LYNCH] Yes, I do.

Q Are there any corrections to be made to your exhibits?

A [LYNCH] Yes. JML-i on page four.

MR. WILLOUGHBY: And let me stop you, Dr.

10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Lynch.

Because one of the exhibits addresses a chart

and it's hard to explain, we'e got a corrected

page, and I' going to ask Bi 11 to pass those out

[indicating] .

MR. RICHARDSON: [ Indicating .]

MR. WILLOUGHBY: So there are two pages that
we'l direct your attention to. It will be page

four and page six of Exhibit -i . And I'l pause a

moment while Bill is getting those, so you '
1 be

able to see.

[Document distributed]

BY MR. WILLOUGHBY:

Q Now, Dr. Lynch, I believe that the copies are out.

Would you direct our attention to where the changes are

on your Exhibit JML-i?

A [LYNCH] What I' changi ng is the EIA 2015 natural gas

pri ce forecasts . I had inadvertently included their
real price forecast, the constant dollar forecast, and

what I needed was the nominal price. So I'm replacing

now with the nominal prices, and that appears in Chart 8
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10

12

13

15

in number form, and then on Chart C, again, on page four

is the graph, and then on page six, Chart G shows the

EIA forecast again.

Q And would you state for the record, Dr. Lynch, first on

page four, the corrected page that we'e passed up,

exactly the numbers that have changed?

A [LYNCH] Read the numbers?

Q If you would, please, sir.
A [LYNCH] Okay. So in Chart 6, that second line of

numbers, the EIA 2015 forecast, starting from left to

right — and it would be the year 2016; I'l just read

them across — 2016 should be $4.67, then $4.73, $4.96,

$ 5.52, $6.11. Then jumping out to 2030, the number

should be $6.34, and then the last number, $ 10.25.

Q And does that change of those numbers have any impact on

16 your Chart C on page four?

17 A [LYNCH] Well, yes, it changed the numbers so the graph

18 is different: a little higher.

19

20

21

22

23

25

Q Now, does the change with the EIA's 2015 forecast, those

updated numbers, does it change your study in any way?

A [LYNCH] No, these numbers — this EIA forecast was just
included as a comparison to the numbers that were used

in the study.

Q Thank you, Dr. Lynch.

A [LYNCH] lhere's no effect.

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
525

of739

Docket 2015-103-E South Caroiina E1ectric B Gas Co.
Nuc1ear Construction Updates and Revisions

529

Q Now, if you would direct our attention to where the

10

12

13

changes are on page six.

A [LYNCH] So, page six, on the bottom there in Chart G,

the last line, the EIA 2015 forecast would be the same

string of numbers I just read.

Q And that's all we need to cover there. And the sentence

underneath or concluding Chart G, did you make a

correction to it?
A [LYNCH] Yes.

Q And would you state how you corrected that sentence.

A [LYNCH] So, just as in my testimony, that sentence

should read: "The EIA forecast of natural gas prices

approximates the 50 percent higher scenario."

Q Thank you, Dr. Lynch. Are there any other corrections

15 to be made to your exhibits?

16

17

18

19

20

21

22

23

A [LYNCH] No, sir.
MR. WILLOUGHBY: Madam Chair, we would move

the introduction as the next hearing exhibit Dr.

Lynch's two exhibits, as corrected.

CHAIRMAN HALL: Okay. Dr. Lynch's Exhibit

JML-i and -2 wi 11 be Hearing Exhibit No. 8.

[WHEREUPON, Hearing Exhibit No. 8 was

marked and received in evidence.]

MR. WILLOUGHBY: Thank you, Madam Chair.

25 BY MR. WILLOUGHBY:

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
526

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construct&on Updates and Revisions

530

Q Dr. Lynch, have you prepared a summary?

A [LYNCH] Yes, sir.
3 Q Please deliver that at this time.

A [LYNCH] Good afternoon, Chairman Hall and Commissioners.

10

12

13

15

16

17

18

19

20

21

22

23

25

I have prepared a study comparing the impact on costs to

customers of completing the construction of the units

versus stopping construction and replacing them wi th two

combined-cycle gas plants of the same size. The study

uses modeling techniques that are widely accepted i n the

utility industry and is comparable to the study I

presented in the 201 2 update

proceeding 

.

The two alternatives were analyzed under 27

scenarios reflecting different assumpti ons concerni ng

natural gas prices, CO, emi ssi ons costs, and future load

growth on our system. The three natural gas price

scenarios were: the company's base case forecast for

future natural gas prices, a 50 percent higher gas

price, and a 1 00 percent hi gher gas price forecast . Of

these, the 50 percent higher forecast most closely

reflects the forecast of the Energy Information

Administration.

The three vari ati ons of CO, emi ssions costs were

zero dollars, $ 15, and $ 30 per ton, starting at 2020 and

escalating at 5 percent per year. These zero-dollar-

per-ton scenarios are not consi dered meaningful in
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10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

themselves, but were included as a baseline to show the

impact of the CO, component on costs.

The three load levels considered were the company's

base case load forecast and then a low and high forecast

which adjusted the forecasted load plus and minus 5

percent. The load growth scenarios show that varying

load up or down 5 percent does not reflect — does not

affect the value of the scenarios very much at all.
This is relevant because including more di stri buted

energy resources — for example, solar generation — or

more energy efficiency gains has the same effect as

reducing load growth. Increasing these resources by a

substantial amount does not change the value of the

nuclear units to customers in a meaningful way.

In all 27 scenarios, the effect of canceling the

units and switching to natural gas generation increased

the cost to our customers by a significant amount. The

most reasonable scenario is gas prices at base cost plus

50 percent and CO, emissions at $30 per ton. In that

scenario, canceling the uni ts and swi tchi ng to natural

gas would increase the cost to SCE&G's customers for

electric servi ce by $ 278 million per year on average

over the 40-year planning hori zon.

We also modeled how much the constructi on costs of

the units would have to increase to make the incremental
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revenue requirements of canceling the nuclear project

equal to those of completing i t . In the base case

scenario, the future capital costs of the units would

have to increase from $ 6.8 billion in future dollars to

about $9 . 9 billion to reach the breakeven point between

the alternatives.

This concludes my summary.

MR. WILLOUGHBY: Thank you, Dr. Lynch.

10

12

13

15

16

17

18

20

21

22

23

25

[PURSUANT TO PREVIOUS INSTRUCTION, THE

PREFILED DIRECT TESTIMONY (W/CORRECTIONS) OF

JOSEPH M. LYNCH, Pli.D., FOLLOWS AT PGS 533-540]
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DIRECT TESTIMONY

533

OF

JOSEPH M. LYNCH

ON BEHALF OF

SOUTH CAROLINA ELECTRIC & GAS COMPANY

DOCKET NO. 2015-103-K

8 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND CURRENT

9 POSITION WITH SOUTH CAROLINA ELECTRIC & GAS COMPANY

10 ("SCK&G" OR "COMPANY").

11 A. My name is Joseph M. Lynch and my business address is 220 Operation

12 Way, Cayce, South Carolina. My current position with the Company is Manager

13 of Resource Planning.

14 Q. DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

15 PROFESSIONAL EXPERIENCE.

16 A. I graduated trom St. Francis College in Brooklyn, New York, with a

17

18

19

20

Bachelor of Science degree in mathematics. From the University of South

Carolina, I received a Master of Arts degree in mathematics, an MBA, and a Ph.D.

in management science and finance. I was employed by SCE&G as a Senior

Budget Analyst in 1977 to develop econometric models to forecast electric sales

21 and revenue. In 1980, I was promoted to Supervisor of the Load Research
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Department. In 1985, I became Supervisor of Regulatory Research where I was

responsible for load research and electric rate design. In 1989, I became

Supervisor of Forecasting and Regulatory Research, and, in 1991, I was promoted

to my current position ofManager of Resource Planning.

5 Q. WHAT ARE YOUR CURRENT DUTIES AS MANAGER OF RESOURCE

PLANNING?

7 A. As Manager of Resource Planning, I am responsible for producing

10

SCE&G's forecast of energy, peak demand, and revenue; for developing the

Company's generation expansion plans; and for overseeing the Company's load

research program.

11 Q. HAVE YOU TESTIFIED BEFORE THE PUBLIC SERVICE

13

COMMISSION OF SOUTH CAROLINA ("COMMISSION")

PREVIOUSLY?

14 A. Yes. I have previously testified on a number of occasions before this

15 Commission.

16 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

17 A. The purpose of my testimony is to present the results of a study comparing

19

20

21

the impact on costs to customers of two strategies: The first is to complete the

construction of the V.C. Summer Units 2 and 3 (the "Units"). The second is to

stop construction and replace the Units with two combined cycle gas plants of the

same size. The study is attached to my testimony as Exhibit No. (JML-l),
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1 Q. PLEASE DESCRIBE THE METHODOLOGY USED IN THE STUDY.

2 A. The study uses the same methodology and structure as the similar study

3 presented to the Commission in 2012 in Docket No. 2012-203-E. The study is

4 based on modeling techniques that are widely accepted in the utility industry to

5 determine the relative cost and value of alternative approaches to meeting

6 customers'lectricity needs. The models used in the study include information

7 about system loads, load shapes (the number of hours each year that specific load

8 levels are reached), the available units, the ramp rates of units (the speed at which

9 units can be brought to various levels of production), the availability factors of the

10 units (how often units are off-line or have mechanical or environmental limits on

11 their generating capacity), the fuel costs of units (including environmental costs of

12 burning fuel and disposing of ash or other fuel wastes), the fuel efficiency of units

13 (how much fuel cost is incurred per megawatt (MW) of energy produced), and the

14 capital and operating costs of any new units including things like depreciation,

15 abandonment costs, salvage cost, production tax credits and other capital related

16 costs or benefits. Each scenario includes a different set of assumptions about one

17 or more variables. In this case, the models dispatched the system year-by-year for

18 40 years to determine the relative cost to customers under each scenario

19 considered.

20 Q. WHAT SCENARIOS WERE MODELED?

21 A. The two alternatives -completing construction of the Units compared to

22 replacing them with combined cycle gas plants- were analyzed under twenty-seven
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(27) scenarios reflecting different assumptions concerning natural gas prices, CO2

emissions costs and future load growth on our system.

3 Q. WHAT NATURAL GAS PRICE SCENARIOS WERE MODELED?

4 A. The three natural gas price scenarios were the Company's base case

forecast of future natural gas prices, a 50% higher gas price and a 100% higher gas

price forecast.

7 Q. WHY WERE THESE THREE NATURAL GAS PRICE SCENARIOS

9 A.

10

(- --, 11

12

13

14

15

16

17

19

20

21

CHOSEN?

The base case is a forecast that the Company compiles using reported

NYMEX gas contracts. Future prices for contracts for three years are used.

Beginning in year four, the forecast escalates the NYMEX price using inflation

rate forecasts provided by our economic forecasting firm IHS Global Insights.

SCE&G uses the base case forecast as a starting point in modeling because

it is simple, objective and less subject to bias Irom subjective considerations. But

this is also a limitation. The base case gas price may ignore important factors that

require subjective judgment and are not reflected in current NYMEX prices or in

inflation forecasts. In short, fossil fuel prices, especially natural gas prices, are

notoriously difficult to forecast with confidence. For this reason, SCE&G usually

conducts sensitivity analyses particularly with respect to future natural gas prices.

Therefore in addition to the base case gas price forecast, two other price scenarios

were developed: one with 50% higher prices than base case and a second with
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100% higher prices. Higher gas prices seem very reasonable when you consider (

2 ongoing and future changes that will put upward pressure on natural gas prices.

3 The most obvious of these changes include: I) significantly increased demand in

the power generation sector caused by the retirement of coal plants due to EPA's
("MATS "1

Mercury and Air Toxics Standards I/'@pleat//7)regulations and the Clean Power Plan

6 as well as the practical inability to add coal capacity in the future in light of

7 environmental regulations; 2) the opening of the domestic gas market to higher

8 world prices through LNG exportation; 3) the increasing regulatory scrutiny of

9 "tracking'rom an environmental point of view which will tend to increase the

10 cost of production and reduce the supply of gas; and 4) the inescapable fact that

12

burning natural gas emits CO& into the atmosphere and that the gas industry will

likely come under environmental regulations similar to those crippling the coal

13 industry. The Energy Information Administration in their 2015 Annual Energy

14

15

Outlook provides another scenario of forecasted natural gas prices and their
approximates

forecast is shown in the study as a point of comparison. The EIA forecast&$11it

16 )7NWCPA'SII@46/8'l/5@/ANgf/7ggttat/@Ad the 50% higher gas price forecast.

17 Q. WHAT COz PRICE SCENARIOS WERE MODELED?

18 A. The three variations of CO2 emission costs were $0, $ 15 and $30 per ton

19

20

21

starting in 2020 and escalating at 5% per year.

SCEkG does not believe that there is much possibility of a $0 per ton

future. The scenarios modeled at $0 per ton are not considered meaningful
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10

11

I
12

13

scenarios in themselves. They are included as a base line to show the impact of the

COz component on costs.

The EPA has not finalized its Clean Power Plan. But no matter what form

the final regulations take, SCE&G will need to reduce its emissions of COz

substantially. The cost of doing so will be significant. The study uses $ 15 and $30

per ton to show the impact of COz compliance on the generation plan. The $30

dollars per ton estimate is the more probable of the two although the actual cost of

COz compliance is likely to be higher. For example, under Executive Order 12866,

the federal government has established values for measuring the social cost of

carbon in assessing the environmental impacts of federal action. The

recommended value is $56 per ton in 2020. The $30 per ton cost is probably low

but is still sufficient to show the impact of COz costs on the value of the

alternatives considered by the report.

14 Q. WHAT LOAD GROWTH SCENARIOS WERE MODELED?

15 A.

16

17

The three load levels considered were the Company's base case load

forecast and then a low and high forecast which adjusted the forecasted load plus

and minus 5%.

18 Q. WHAT IS THK VALUE OF INCLUDING THESE DIFFERENT LOAD

19

20 A.

21

22

GROWTH SCENARIOS?

The load growth scenarios show that varying load up or down 5% does not

affect the value of the scenarios very much at all. This is relevant because

including more distributed energy resources (solar generation) or more energy
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efficiency gains has the same effect as reducing load growth. Our base case (
forecast already includes the impact of currently mandated distributed energy

resources and currently planned energy efficiency investments. There may be

other important reasons to increase investment in these resources. But the study

shows that increasing these resources by a substantial amount does not change the

value of the nuclear Units to customers in a meaningful way.

7 Q. WHAT WERE THE RESULTS OF THE STUDY?

8 A. The study shows that in all 27 scenarios, including base gas price and $0

9 carbon costs, the effect of cancelling the Units and switching to natural gas

10 generation increases the costs to our customers by a significant amount. The most

11 reasonable scenario is gas prices at base cost plus 50'/o and COz emissions at $30

12 per ton. In that scenario, cancelling the Units and switching to natural gas would

13 increase the cost to SCE&G's customers for electric service by $278 million per

14 year on average over the 40 year planning horizon,

15 Q. HAVE YOU ANALYZED THE SENSITIVITY OF RESULTS TO AN

16 INCREASE IN THE COST TO COMPLETE THE NUCLEAR UNITS?

17 A. Exhibit No. (JML-2) answers the question: Where we stand today, how

18 much would the nuclear construction costs have to increase to achieve a breakeven

19

20

21

point between completing the nuclear project and cancelling it? This study already

recognizes the updates to capital costs that are before the Commission in this

proceeding. Thus, the total cost of completing the nuclear plants is assumed to be
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1 about $6.8 billion. Exhibit No. (JML-2) shows how much this cost would

2 have to increase to make the incremental revenue requirements of cancelling the

3 nuclear project equal to those of completing it. The most reasonable scenario

4 reflects base gas cost plus 50% and $30 per ton COz, In that scenario, the future

5 capital costs of the Units would have to increase by about $3.1 billion above

6 current forecasts to overcome the benefit of $278 million per year Rom

7 completing the Units at their current cost. Or to put it another way, fiom where we

8 are today, the total construction cost would have to increase from $6.8 billion to

about $9.9 billion to reach the breakeven point between the alternatives.

10 Q. DOES THAT CONCLUDE YOUR TESTIMONY?

Yes, it does.
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BY MR. WILLOUGHBY:

Q Next I would turn to Mr. Jones. Mr. Jones, please state
your name for the record.

10

12

13

15

16

17

18

19

20

21

22

23

25

A [JONES] Ron Jones.

Q And by whom are you employed and 1n what capacity?

A [JONES] I' employed by South Carolina Electric R Gas .

I'm vice president of New Nuclear Operations.

Q And Mr. Jones, in connection wi th this proceedi ng, did

you cause to be prepared and prefi led direct testimony

consisting of 45 pages?

A [JONES] I did.

Q Do you have any corrections to make to that testimony?

A [JONES] No, I don'.
Q If I asked you the questi ons that appear i n that

testimony, would your answers from the stand today be

the same?

A [JONES] Yes, they would.

MR. WILLOUGHBY: Madam Chair, we would move

the introduction of Mr. Jones's testimony into the

record as if gi ven orally from the stand.

CHAIRMAN HALL: All right. Mr. Jones'estimony

will be entered as if given orally.

(See pgs 547-591'Y

MR. WILLOUGHBY:

Q And, Mr. Jones, do you have one exhibit attached to your

OL OF
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testimony?

2 A [JONES] I do.

3 Q Are there any corrections to make to your exhibit?

A [JONES] No.

10

12

MR. WILLOUGHBY: Madam Chair, we would move as

the next hearing exhibit Mr. Jones'xhibit RAJ-i.

CHAIRMAN HALL: All right. Mr. Jones'xhibit
RAJ-i will be entered i nto the record as Hearing

Exhibit No. 9.

[WHEREUPON, Hearing Exhibit No. 9 was

marked and recei ved in evidence.]

MR. WILLOUGHBY: Thank you, very much.

13 BY MR. WILLOUGHBY:

14 Q Mr. Jones, have you prepared a summary?

A [JONES] I have.

16 Q Please deliver that at this time.

17 A [JONES] Good afternoon, Chairman Hall and members of the

18

19

20

21

22

23

25

Commission. The purpose of my testimony is to discuss

the modifications and updates to the anticipated

schedule of costs under the EPC contract that have been

i dentifi ed since the forecast approved in Order No.

2012-884 were prepared.

In the thi rd quarter of 201 4, Westinghouse and CB&I

issued a revi sed fully-integrated construction schedule

i ndi cati ng new substantial completion dates for Units 2

OL OF
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12

13

15

16

17

19

20

21

22

23

24

25

and 3 of June 19, 2019, and June 16, 2020, respectively.

The primary source of the delay in the substantial

completion dates is the delay in the production of

modules, submodules, and shield building panels for the

units. Design delay and desi gn changes related to the

nuclear island also have contributed to delay in

submodule production.

Westinghouse and CB&I reevaluated the estimated-at-

compl eti on or EAC cost esti mate for the project and

provided a revised cost schedule and revi sed cost

forecast for the remaining scopes of work.

Westinghouse and CB&I project the delay will

require additional labor costs for i ndi rect craft labor

and field nonmanual labor personnel. The forecast

further reflects i ncreased temporary facilities costs,

other distributable costs, and containment vessel

assembly subcontract costs due to the project delay.

Westinghouse and CB&I also revised the EAC cost

forecast to reflect less favorable di rect craft
productivity and to increase the forecasted ratios of

indirect craft labor to di rect craft labor and field
nonmanual labor to direct craft labor. Further, the

forecast increases ti me-and-materials costs relating to

first-of-a-kind tests on the units and includes

additional costs to process license amendment requests.

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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The company takes the position that the costs

resulting from the delay are the responsibility of

Westinghouse and CB&I, and di sputes that it is

responsible for the costs related to the revised

productivity, i ncreased labor rati os, and additional

time-and-materials scope of work. Under the EPC

contract, SCE&G will only pay 90 percent of the properly

invoiced but disputed amounts, and reserves its ri ghts

to dispute these amounts. However, it should be noted

that Westinghouse and CB&I disagree with the company'

position on these issues and, therefore, these issues

are the subject of ongoing negotiations under the terms

of the EPC contract.

The company also forecasts that it wi 1 1 receive the

full benefit of the $86 million in liquidated damages

provided by the EPC contract for delayed performance by

Westinghouse and CB&I.

In addi ti on, Westinghouse and CB&I conti nue to

finalize the project design and the updated EAC costs to

reflect SCE&G's responsibility for the actual craft

wages and nonlabor costs to install additional units of

commodities.

SCE&G also asked for approval of 10 change orders

and related matters, which increase the capital costs of

the proj ect by approxi mately $56.5 million, or

OL OF
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approximately 8 percent of the total change in the

capital cost schedule. These change orders address new

and updated scopes of work that are necessary to update

security requirements, mitigate schedule delays, address

health insurance and regulatory changes, enhance and

acqui re hardware and software for the project, provide

additional fire protection, and to install perch guards

on transmission structures. SCE8G also forecasts that

extendi ng the schedule of the project will increase

i nformation technology support costs and facilities
costs, which must be paid for longer periods of time as

a result of the delay. The modified and updated capital

cost schedule further includes the costs of addi ng 64

full-ti me equivalents to the NND staff .

In conclusion, the adjustments requested in this

proceeding are adjustments that I know to represent

reasonable and prudent changes in the cost and

construction schedules for the units, based upon the

i nformati on currently available to SCE8G. In my

professional opinion, the adjustments also are the

result of the normal and expected evolution of project

cost forecasts, in conj unction with the current

substantial completion dates. The company, therefore,

requests that the Commission approve the updated

milestones as set forth in Nr . Byrne
' testimony and in

OL OF
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his Exhibit SAB-2, and the modified and updated capital

cost schedule included in Hs. Walker's testimony as her

Exhibit CLW-i, as the approved schedule of capital costs

for completion of the units, subject to adjustment for

escalation and net of AFUDC as provi ded for in Order No.

2009-104(A).

This concludes my summary.

HR. WILLOUGHBY: Thank you, very much, Hr.

Jones.

10

12

13

15

16

17

18

19

20

21

22

23

25

[PURSUANT TO PREVIOUS INSTRUCTION, THE

PREFILED DIRECT TESTIMONY OF RONALD A.

JONES FOLLOWS AT PGS 547-591]
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DIRECT TESTIMONY OF

RONALD A. JONES

ON BEHALF OF

SOUTH CAROLINA ELECTRIC & GAS COMPANY

DOCKET NO. 2015-103-E

1 Q. PLEASE STATE YOUR FULL NAME AND BUSINESS ADDRESS.

2 A. My name is Ronald A. Jones. My business address is Highway 215 &

3 Bradham Boulevard, Jenkinsville, South Carolina.

4 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

5 A. I am employed by South Carolina Electric & Gas Company ("SCE&G" or

6 the "Company") as Vice President for New Nuclear Operations.

7 Q. DESCRIBE YOUR EDUCATIONAL BACKGROUND AND BUSINESS

8 EXPERIENCE.

9 A. I graduated from Virginia Polytechnic Institute and State University in

10

12

13

14

15

16

Blacksburg, Virginia with a Bachelor of Science degree in electrical engineering.

I am a member of the American Nuclear Society and the Institute of Electrical and

Electronic Engineers; Chairman of the Nuclear Energy Institute Digital

Instrumentation and Controls Working Group; member of the Electric Power

Research Institute Nuclear Power Council Executive Committee; past Chairman

and Member of the Pressurized Water Reactors Owners Group Executive

Management Group and Executive Committee; past Chairman of the Carolinas
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10

(
12

13

14

Nuclear Cluster; and have served as a member of several Nuclear Energy Institute

industry groups. I began my career at Duke Energy Carolinas, LLC ("Duke

Energy") (formerly known as Duke Power Company) in 1980 as an engineer at

Catawba Nuclear Station. I received my senior reactor operator license for

Catawba Nuclear Station from the U.S. Nuclear Regulatory Commission ("NRC")

in 1987. I also held various leadership positions at Catawba, McGuire, and

Oconee Nuclear stations and, after a series of promotions, was named as the Vice

President of Oconee Nuclear Station in 2002, In 2005, I assumed the role of

Senior Vice President of Nuclear Operations for Duke Energy and provided

oversight for the safe and reliable operation of Duke Energy-operated nuclear

stations at Catawba, McGuire, and Oconee. I became Senior Vice President of

Nuclear Plant Development for Duke Energy in December 2010 and served in this

role until my retirement from Duke Energy in December 2011. In July 2012, I

began my employment with SCE&G.

15 Q. WHAT ARE YOUR PRESENT RESPONSIBILITIES AT SCE&G?

17

18

19

20

21

22

As Vice President for New Nuclear Operations, I lead the organization

responsible for operational readiness and construction of the two new AP1000

nuclear generating units in Jenkinsville, South Carolina (the "Units"), which are

being constructed by Westinghouse Electric Company ("WEC") and the Chicago

Bridge & Iron ("CB&I," and together with WEC, "WEC/CB&I"). In this role, my

team and I are responsible for overseeing the planning, licensing, design, and

engineering services of the project, as well as the acquisition, procurement,
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1 construction, testing, start-up, and preoperational turnover for the Units. This

2 includes overseeing WEC/CB&I's project design work and licensing and

3 permitting efforts, the engineering oversight of major suppliers to the project,

4 auditing manufacturing facilities around the world that furnish equipment and

5 components for the Units, and conducting quality assurance and quality control

6 audits and supervision of the construction. I also am responsible for ensuring

7 compliance with the Engineering, Procurement, and Construction Contract ("EPC

8 Contract" ). In addition, my responsibilities include all operating, maintenance,

9 and support functions associated with SCE&G's readiness to operate the Units

10 safely, reliably, and efficiently once completed. My duties also include recruiting,

11 training, and staffing the Units. The staff that we are assembling to carry out the

12 permanent operation of the Units also will take primary responsibility for the

13 maintenance and startup testing of the Units as systems are completed and turned

14 over to SCE&G,

15 Q. HAVE YOU EVER TESTIFIED BEFORE THIS COMMISSION IN THE

16 PAST?

17 A. Yes. I have testified before the Public Service Commission of South

18 Carolina (the "Commission") in several past proceedings.

19 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

20 A. The purpose of my testimony is to discuss the modifications and updates to

21

22

the anticipated schedule of cost under the EPC Contract that have been identified

since the forecasts approved in Order No. 2012-884 were prepared. Specifically, I
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10

13

14

discuss the effects of the delayed Substantial Completion Dates for the Units on

the Estimated at Completion ("EAC") cost of the project. I also discuss the cost

increases related to additional labor and related expenses for the project. I next

review the modifications and updates to the EAC cost due to design finalization

for the project and the impact of the ten additional change orders and related

matters. My testimony also addresses the updated allocation of Switchyard cost

between SCE&G and the South Carolina Public Service Authority ("Santee

Cooper"). I then describe the Owner's cost revisions associated with the delay of

the project, including the cost associated with retaining staff for longer than

originally projected; and the operational, facilities, and other related cost resulting

from the updated construction schedule. Finally, I address Owner's cost increases

not associated with delay related to additional ("NND") staffing needs, NRC fees,

information technology ("IT"), and other cost factors.

I. EPC CONTRACT COST

15 Q. WHAT IS THE CURRENT STATUS OF THE SUBSTANTIAL

16

17 A.

19

20

21

22

COMPLETION DATES FOR THE UNITS?

WEC/CB&I informed SCE&G in the middle of 2013 that delays in the

production schedules for structural sub-modules would result in revisions to the

construction and cost schedules for the project. As discussions on this issue

developed, the Company also raised concerns about the fabrication schedule of

Shield Building Panels for the project. Based on the initial estimates by

WEC/CB&I, it was forecasted that Units 2 and 3 would be completed in the last
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1 quarters of 2017 and 2018 or the first quarters of 2018 and 2019, respectively.

2 From an EPC Contract perspective, however, SCE&G did not agree to these

3 schedule changes and advised WEC/CB&I that it remained obligated to satisfy the

4 dates previously agreed to in the EPC Contract.

In the ensuing months, WEC/CB&I began a full re-baselining of the Unit 2

6 and 3 construction schedules to incorporate a more detailed evaluation of the

7 engineering, procurement, and construction activities necessary to complete the

8 Units. In addition, WEC/CB&I developed a detailed reassessment of the impact

9 of the revised schedule on engineering and design resource allocations,

10 procurement, construction work crew efficiencies, and other items. As a result of

11 this effort, WEC/CB&I issued in the third quarter of 2014 a revised, fully-

12 integrated construction schedule indicating new substantial completion dates for

13 Units 2 and 3 of June 19, 2019, and June 16, 2020, respectively ("Substantial

14 Completion Dates").

15 Q. WHAT LED TO THE DELAY IN THE SUBSTANTIAL COMPLETION

16 DATES?

17 A. As Mr. Byme discusses in more detail, a primary source of the delay in the

18

19

20

21

Substantial Completion Dates of Units 2 and 3 is the result of the delay in the

production of modules, sub-modules, and Shield Building Panels for the Units,

which is driving the critical path for the project at this time. In addition, design

delay and design changes related to the Nuclear Island have been a major source
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/'.
1 of delay in the project to date, and have contributed to delay in sub-module

production.

3 Q. DID SCE&G TAKE ACTION TO ADDRESS THESE ISSUES?

4 A. Yes. As reflected in the quarterly reports filed pursuant to the Base Load

10

11

t3»
13

14

15

16

17

18

19

20

Review Act and the provisions of Order No. 2009-104(A) issued in Docket No.

2008-186-E, SCE&G has consistently focused its attention on these concerns and

urged WEC/CB&I to take corrective action. In response to concerns SCE&G

raised relating to structural module fabrication issues, WEC/CB&I shifted

fabrication of the Shield Building Panels to Newport News Industries ("NNI") in

Newport News, Virginia. As a result of this reassignment, the panels currently are

being fabricated and delivered. SCE&G also placed four permanent on-site

inspectors to monitor the Lake Charles facility, the NNI facility, the Oregon Iron

Works and Greenberry facilities in Oregon, and the SMCI facility in Lakeland,

Florida, due to their potential to affect the construction schedule. Further, SCE&G

holds weekly meetings on critical path suuctural sub-modules and Shield Building

Panels, monthly project review meetings, and regular production review meetings,

in addition to conducting regular site visits of the fabrication facilities and the

construction site. Despite these and other substantial efforts by the Company,

WEC/CB&I has informed SCE&G that the Substantial Completion Dates of Units

2 and 3 will be delayed by 27 and 25 months, respectively from the schedules

21 currently approved in Order No. 2012-884. SCE&G has not, however, accepted
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1 WEC/CB&I's contention that the new Substantial Completion Dates are made

2 necessary by delays that are excusable under the EPC Contract.

3 Q. PLEASE EXPLAIN THE BASIS FOR THE REVISED EPC CONTRACT

4 COST PRESENTED FOR APPROVAL IN THIS MATTER.

5 A. Please refer to Mr. Byrne's testimony for a detailed explanation of the

10

12

13

14

15

16

17

18

19

20

21

22

events that led to the revised construction schedule presented in this proceeding.

As to EPC Contract cost resulting from the revised schedule, WEC/CB&I also

reevaluated the EAC cost estimate for the project in conjunction with preparing

the revised construction schedule. In the third quarter of 2014, WEC/CB&I

provided SCE&G with a revised cost schedule and revised cost forecast for the

remaining scopes of work as impacted by various identified changes. This

schedule reflects that the EAC cost will increase due to (1) the delay; (2) the cost

associated with reduced productivity and increased staffing ratios; (3) the cost

associated with additional Time and Material scopes of work that WEC forecasts

will be necessary to staff the start-up of the Units and to provide for the processing

of License Amendment Requests ("LARs") to support construction; and (4) labor

associated with the quantity changes in the amount of commodities that must be

installed to complete the project. In addition to the EAC cost forecast, the revised

cash flow forecast reflects the anticipated additional cost associated with certain

change orders under the EPC Contract. Finally, the EPC Contract cost will be

adjusted to reflect cost savings for the project identified by SCE&G as a result of

the reallocation of Switchyard costs between SCE&G and Santee Cooper.
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A. Delay and Other EAC Cost

2 Q. WHAT EFFECT HAS THE DELAY HAD ON THE EAC COST FOR THE

4 A.

PROJECT?

Because it will take an additional 27 and 25 months to complete Units 2

and 3, respectively, WEC/CB&I projects that the delay will result in additional

labor cost and other related cost that the Company has determined impact four

main areas: (1) Indirect Craft and Field Non-manual Labor cost; (2) Temporary

Facilities cost; (3) Other Distributable cost; and (4) Containment Vessel ("CV")

Assembly Sub-contract cost.

10 Q. IN GENERAL& PLEASE DESCRIBE THE MAIN CATEGORIES OF

12 A.

13

14

16

17

19

20

21

LABOR COST CHARGED TO THE PROJECT.

In general, there are three main categories of labor cost that are charged to

the project. They are: (I) Direct Craft Labor; (2) Indirect Craft Labor; and (3)

Field Non-manual Labor. Direct Craft Labor includes construction personnel

tasked with specific scopes of work such as the installation of rebar, forms,

concrete, piping, and electrical cable in the permanent plant. Indirect Craft Labor

cost includes personnel that do not work directly on permanent plant construction,

but support the work of Direct Craft employees. This category includes labor for

training, safety, equipment operations, facilities maintenance, site clean-up, site

potable water and ice distribution, warehouse staffing, and site equipment

operators. Field Non-manual Labor cost includes cost associated with employing
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1 field engineers, Quality Assurance/Quality Control ("QA/QC") personnel, site

2 project management, and administrative support personnel.

3 Q. WHICH LABOR COST CATEGORIES ARE PROJECTED TO INCREASE

4 AS A RESULT OF THE DELAY?

5 A. Indirect Craft Labor cost and Field Non-manual Labor cost, both of which

6 support the work of Direct Craft Labor, will increase as a result of the delay

7 because these personnel will be employed for longer than originally projected.

8 Q. ARE INCREASES IN THE COST OF TEMPORARY FACILITIES,

9 OTHER DISTRIBUTABLES, AND CV ASSEMBLY SUB-CONTRACT

10 FORECASTED TO OCCUR?

11 A.

12

13

14

15

16

17

19

20

21

22

Yes. Temporary Facilities cost includes cost for workshops, offices,

training facilities, warehouses, toilet facilities, break facilities, and related items.

These temporary facilities are all required to be on site longer and will require

additional maintenance as a result of the delay. Also, additional warehouse and

lay-down space will be required to store the permanent plant equipment which

cannot be installed when originally expected due to the project delay resulting in

increased cost to the project. Similarly, increases in Other Distributable cost

reflect the increased cost that will result from providing site security, site water

system, site sewer service, warehouse supplies, dust control, first aid and safety

supplies, small tools, and related items on site longer as a result of the delay.

Finally, CV Assembly Sub-contract cost is projected to increase due to the project

delay as a result of the longer total period that the sub-contractor is required to
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remain on site for the completion of this scope of work, primarily because the

rings and upper heads cannot be installed and welded out until the work inside of

the CV is completed.

4 Q. DOES SCE&G AGREE WITH WEC/CB&I'S FORECAST OF

7 A.

10

13

14

15

16

17

ADDITIONAL COST RESULTING FROM THK DELAY IN THK

SUBSTANTIAL COMPLETION DATES?

Based on discussions with WEC/CB&I's EAC team, our careful review and

analysis of information provided, and the representations of WEC/CB&I, the

Company believes that the revised EAC cost reflects a reasonable and prudent

estimate of the actual EAC cost to be expected for completion of the project based

on the revised Substantial Completion Dates. However, the Company disputes

that it is contractually responsible for increased costs resulting from the delay, As

discussed by Mr. Byme, SCE&G takes the position that, under the EPC Contract,

the costs resulting from the delay are the responsibility of WEC/CB&I. For this

reason, SCE&G has advised WEC/CB&I that it will only pay 90% of the properly

invoiced disputed amounts and reserves its rights to contend that no such

payments are properly due and to pursue claims for such amounts.

18 Q. WHAT AMOUNT OF THE REVISED EAC COST RELATES TO THE

19

20 A.

21

22

DELAY?

After withholding 10% of the properly invoiced disputed amounts due to

the delay, Indirect Craft Labor and Field Non-Manual Labor cost, Temporary

Facilities cost, Other Distributable cost, and CV Assembly Sub-contract cost are

10
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projected to increase by approximately $228 million, or approximately 33'/o ofi

2 the total change in the capital cost schedule.

3 Q. PLEASE EXPLAIN THE DECREASED PRODUCTIVITY AND THE

4 INCREASE IN THE STAFFING RATIOS (INDIRECT CRAFT AND

5 FIELD NON-MANUAL) ASSOCIATED WITH THE LABOR COST.

6 A. As discussed by Mr. Byrne, WEC/CB&I has revised its Direct Craft Labor

7 productivity factors to reflect less favorable productivity than originally projected.

8 As a result, the number of actual Direct Craft Labor hours anticipated to be

9 charged to the project has increased.

10 Based on the historical values experienced on the project, WEC/CB&I also

11 increased the forecasted ratios of (I) Indirect Craft Labor to Direct Craft Labor

12 and (2) Field Non-manual Labor to Direct Craft Labor. These revised labor ratios

13 have the effect of increasing the number of Indirect Craft Labor and Field Non-

14 Manual Labor hours charged to the project from those originally forecasted,

15 resulting in additional cost.

16 Q. WHAT PORTION OF THE UPDATED EAC COST RELATES TO THE

17

18 A.

19

REVISED PRODUCTIVITY AND LABOR RATIOS?

After withholding 10'ro of the properly invoiced disputed amounts due to

the decreased productivity and increased labor ratios, these updated revisions

'nless otherwise specified, all cost figures in this testimony are stated in 2007 dollars
and reflect SCE&G's share of the cost of the Units.

11
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account for an increase of approximately $ 155 million, or approximately 22% of

the total change in the capital cost schedule.

3 Q. WHAT IS THE BASIS FOR WEC'S REVISION OF KAC COST TO

5 A.

10

12

13

14

15

16

REFLECT ADDITIONAL TIME AND MATERIALS SCOPE OF WORK?

WEC contends that additional start-up staffing will be required due to the

requirement to perform First of a Kind ("FOAK") tests on Units 2 and 3.

Originally, WEC estimated the EAC cost with the assumption that the results and

findings of FOAK tests performed on similar projects in China would reduce the

cost for this scope of work on the project. However, the NRC has been unwilling

to accept the results of the Chinese FOAK testing of the AP1000 units. The

design changes by WEC also have increased the anticipated number of LARs

required during the construction process from those originally expected. WEC

projects that additional licensing support will be necessary to process these LARs.

As a result of the additional staffing to perform FOAK tests on the Units and

process the increased number of LARs, WEC estimated that its Time and

Materials cost would increase directly related to the expanded scope of work.

17 Q. HAS SCE&G ACCEPTED RESPONSIBILITY FOR THK COST RELATED

18

19 A.

20

21

22

TO ADDITIONAL TIME AND MATERIALS SCOPE OF WORK?

No. The EPC Contract provides that WEC/CB&I must provide SCE&G

with two complete AP1000 Nuclear Power Plant units utilizing the NRC Certified

AP1000 design and much of the forecasted additional work should be included in

WEC/CB&I's Firm Price scope of work. Also, SCE&G only initiated one change

12
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that resulted in a LAR. All other LARs are the result of changes and design issues (

2 by WEC/CB&I. For this reason, SCE&G plans to follow the same procedure I

3 previously described and withhold 10'/o of the properly invoiced disputed

4 amounts, resulting in additional EAC cost in the category of Time and Material

5 cost of approximately $27 million, or approximately 4/o of the total change in the

6 capital cost schedule.

7 Q. HAS SCK&G IDENTIFIED ANY ADJUSTMENTS THAT WOULD

8 OFFSET A PORTION OF THIS INCREASED COST?

9 A. Yes. As Ms. Walker discusses in her testimony, the Company forecasts

10 that it will recover from WEC/CB&I the full amount of liquidated damages

11 payable under the EPC Contract, which totals approximately $86 million. Netting

12 this amount against the Delay and Other EAC cost and accounting for the

13 withholding of 103'o of the disputed amounts results in a total increase to the EAC

14 cost of approximately $325 million, or approximately 47/o of the total change in

15 the capital cost schedule.

16 B. Changes to the EAC Cost Due to Design Finalization

17 Q. PLEASE EXPLAIN THE EAC COST UPDATES RELATED TO CHANGES

18 IN THE DESIGN FINALIZATION OF THE PROJECT.

19 A. WEC/CB&I continues to finalize the issued-for-construction design

20

21

22

documents for the project. As it does so, WEC/CB&I updates its projections of

the amount of commodities that must be installed to complete the project, such as

concrete, cabling, rebar, and piping. Under the Fixed and Firm pricing

13
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components of the EPC Contract, WEC/CB&I is responsible for the cost of the

additional commodities themselves. However, the EPC Contract provides that

SCE&G is responsible for the Actual Craft Wages and Non-Labor cost associated

with installing these additional units of commodities. SCE&G has determined that

WEC/CB&I's entitlement for payment associated with these identified costs is

approximately $72 million, or approximately 10% of the total change in the capital

cost schedule.

C. Changes in EPC Cost Due to Change Orders

9 Q. PLEASE DISCUSS THE CHANGE ORDERS TO THE EPC CONTRACT

10 INCLUDED IN THE UPDATED COST SCHEDULES PRESENTED IN

11 THIS PROCEEDING.

12 A.

13

14

15

16

17

IB

19

20

21

There are a total of ten change orders to the EPC Contract and related

matters that increase the capital cost of the project and are included in the updated

capital cost schedule presented in this proceeding. They are listed below in the

order that I discuss them in my testimony.

1. Plant Layout Security;

2. Cyber Security Upgrades;

3. Schedule for Mitigation for Shield Building Panels;

4. Additional Cost Related to the Federal Health Care Act;

5. Plant Reference Simulator and Software Upgrade;

6. Ovation and Common Q Instrumentation and Control Maintenance

22 Training Systems;

14
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7. Simulator Development System;

8. Inspections, Tests, Analyses, and Acceptance Criteria ("ITAAC")

Maintenance;

9. Warehouse Fire Security; and

10. Perch Guards.

6 Q. WHAT IS THE TOTAL COST IMPACT OF THESE CHANGE ORDERS?

7 A, These ten change orders and related matters represent approximately $ 56.5

8 million, or approximately 8% of the total change in the capital cost schedule.

1. Plant Layout Security

10 Q. PLEASE EXPLAIN THE BACKGROUND OF THE CHANGE ORDER

ll FOR PLANT LAYOUT SECURITY,

12 A. SCE&G recently conducted a review of plant layout to ensure that its

13

14

15

16

17

18

19

20

21

physical security can be maintained. This was necessary as a final stage in the

design review of the Units and their supporting structures and could not be done

until design layouts and building orientations were finalized. These physical

security reviews have been conducted based on NRC and nuclear industry

standards that have become increasingly stringent in the years after the events of

September 11, 2001. As well, security tactics and technology are constantly

evolving. As a result of these reviews, SCE&G has determined that it is

reasonable and prudent to alter the site layout in various ways to improve its

physical security, and has negotiated a change order to the EPC Contract for this

22 work.

15
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1 Q. WHAT IS THE SCOPE OF WORK RELATED TO THE CHANGES IN

3 A.

10

13

PLANT LAYOUT SECURITY?

The plant layout security changes will be segregated into three phases to

allow the project to move forward. Phase 1 will involve the engineering,

construction planning, and development of estimates for Phase 2 and Phase 3.

Phase 2 will consist of the construction work related to the infrastructure changes

included in the work scope. This phase will include site work, retaining walls,

relocating permanent plant buildings and temporary construction facilities,

relocating permanent plant parking, installation of underground utilities, and

modifying protected area perimeter security. Phase 2 also will include engineering

work required to prepare for Phase 3 of the plant layout security changes. Phase 3

will include the remaining security modifications such as fencing; Ballistic, Bullet,

Resistant Enclosures; and specialized cameras and other security equipment.

14 Q. WHICH PHASES ARE INCLUDED IN THE CHANGE ORDER

16

17 A.

1B

PRESENTED BY THE COMPANY FOR REVIEW IN THIS

PROCEEDING?

This change order will include Phases 1 and 2. Phase 3 will be covered in a

subsequent change order.

19 Q. WHY IS IT NECESSARY TO HAVE A SEPARATE CHANGE ORDER

20

21 A.

22

FOR PHASE 3 OF THE PLANT LAYOUT SECURITY CHANGES?

SCE&G determined that the design changes being made in Phase 2 should

be completed so that the Company can better evaluate and determine the final

16
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1 security requirements to be addressed in Phase 3 of the scope of work and the

2 resulting cost.

3 Q. WHAT IS THE COST IMPACT OF THIS CHANGE ORDER?

4 A. The cost of Phases I and 2 of the work to increase the security of the plant

5 through physical security upgrades and improvements is forecasted to be

6 approximately $20.4 million, or approximately 3% of the total change in the

7 capital cost schedule.

2. Cyber Security Upgrades

9 Q. PLEASE EXPLAIN THE CHANGE ORDER RELATED TO CYBER

10 SECURITY UPGRADES.

11 A. As the Commission is aware, in recent years the protection of key

12

13

14

15

16

17

18

19

20

21

22

infrastructure against cyber-attack ("Cyber Security") has become an increasing

priority of electric utilities, their regulators, the Department of Homeland Security,

and others. The NRC now requires more elaborate Cyber Security measures to be

incorporated in all new and existing nuclear facilities. The NRC Regulatory

Guide RG-5.71, "Cyber Security Programs for Nuclear Facilities" ("Rule"), dated

January 2010, requires that a large number of security controls must be addressed

for every Critical Digital System/Critical Digital Asset ("CDA") in the Units. The

Rule also requires licensees to make changes to the storage and handling of certain

assets, which necessitates additional training for WEC/CB&I personnel.

In late 2011, an agreement was reached between SCE&G and WEC/CB&I

on a phased approach to strengthening Cyber Security. The cost of the Phase I

17
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scope of the Cyber Security plan was reviewed by the Commission and included

in the cost schedules approved in Order No. 2012-884. In mid-2013, SCE&G and

WEC/CB&I agreed to further divide the remaining Cyber Security plan into

additional phases. The scope of work for the remaining phases of the plan will be

determined as Phase II is completed.

6 Q. WHAT IS THE SCOPE OF WORK OF PHASE II?

7 A.

10

12

Phase II of the Cyber Security upgrades will require the development of

procedures in order to determine how to identify and assess the critical digital

assets of the Units. Following this identification and assessment, Phase II also

will include the design and development of a Cyber Security Monitoring System,

and the testing and installation of an assessment database. Cost related to project

management and onsite support of Cyber Security also is included in this scope of

13 work.

14 Q. WHAT IS THE COST ASSOCIATED WITH PHASE II OF THE CYBER

15 SECURITY UPGRADES?

16 A. The cost for Phase II of the plan is approximately $ 18.8 million, or

17 approximately 3% of the total change in the capital cost schedule.

18 Q. WHAT OTHER PHASES OF WORK WILL BK REQUIRED RELATED

19

20 A.

21

22

TO CYBKR SECURITY UPGRADES?

Following the critical digital asset assessment component of Phase II,

SCE&G will determine whether suppliers will need to upgrade, upfit, or redesign

certain project components. This scope of work will require component design

18
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and procurement, testing, quality assurance, and installation for system changes

2 necessary to meet the Cyber Security requirements identified in Phase II. Once

3 the scope of work has been identified and itemized, the cost associated with this

4 phase of Cyber Security upgrades will be presented in future update proceedings.

3. Schedule Mitigation for Shield Building Panels

6 Q. PLEASE EXPLAIN THK ISSUES THAT CREATE THK NEED FOR A

7 CHANGE ORDER RELATED TO SHIELD BUILDING PANELS.

8 A. The design documents for the AP1000 unit specified very narrow welding

9 tolerances for the joining of the panels and smooth contours for resulting Shield

10 Building walls. These specifications have presented fabrication challenges to the

11 subcontractor selected by WEC/CB&I for the construction of the steel panels, NNI

12 in Newport News, Virginia, as well as the welding together of these panels to form

13 the Shield Building walls.

14 Q. WHAT STEPS ARE BEING TAKEN TO ADDRESS THESE ISSUES?

15 A. Schedule delays related to both the design finalization of these panels and

16

17

18

19

20

21

22

their fabrication and assembly have placed the fabrication of these panels on the

critical path for timely completion of the project. Currently WEC/CB&I estimates

that the Substantial Completion Date for Unit 2 could be delayed by

approximately three months and Unit 3 by approximately five months if the delay

in the Shield Building Panels is not remedied. However, WEC/CB&I has devised

a strategy to mitigate these additional delays by expanding NNI's manufacturing

facility to allow additional panels to be worked simultaneously.

19
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1 Q. ARE THERE ADDITIONAL COSTS RELATED TO THIS MITIGATION

3 A.

STRATEGY?

Yes. The change order related to schedule mitigation for Shield Building

Panels reflects SCE&G's share of the cost to expand the NNI facility, resulting in

an increase to the EPC Contract cost of approximately $ 12.1 million, or

approximately 2% of the total change in the capital cost schedule.

7 Q. WHY HAS SCE&G AGREED TO PAY THESE ADDITIONAL COSTS?

8 A.

10

12

13

14

15

The Company is still negotiating the terms of this change order, but

currently believes it is reasonable and prudent to include the forecasted cost for

schedule mitigation for Shield Building Panels in an effort to maintain, and not

further delay, the revised Substantial Completion Dates. In presenting this change

order as being a reasonable and prudent cost for completing the Units under the

BLRA, the Company does not waive any claim it may have against WEC/CB&I

for the cost associated with this expansion.

4. Federal Health Care Act

16 Q. PLEASE EXPLAIN THE CHANGE ORDER FOR ADDITIONAL COST

17

18 A.

19

20

21

22

RELATED TO THE FEDERAL HEALTH CARE ACT.

On March 23, 2010, the Patient Protection and Affordable Care Act

("ACA") was signed into law. WEC has informed SCE&G that the ACA will

increase its cost of health insurance for its employees and is expected to continue

to impact the project cost. Specifically, this additional cost arises from the ACA's

requirements to provide coverage of dependents up to age 26, the cost of

20
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reimbursing 100% of contraceptive cost, and the Patient-Centered Outcomes

2 Research Institute Fee. In order to recover this increased cost of compliance with

3 the ACA and related statutes, WEC sought change orders to the EPC Contract.

4 Q. ON WHAT BASIS DID WEC REQUEST THE RECOVERY OF THIS

5 ADDITIONAL COST?

6 A. Article 9.1(c) of the EPC Contract permits both WEC and CB&I to pass on

7 to SCE&G additional cost incurred for changes caused by a change in law.

8 Pursuant to this provision, WEC is seeking the recovery of cost for those portions

9 of the ACA related to professional labor effective for calendar years 2011, 2012,

10 and 2013.

11 Q. HOW WAS THE ANNUAL IMPACT TO THE PROJECT FROM THE

12 ACA CALCULATED?

13 A. The annual impact to the Project from the ACA was calculated using (1)

14 WEC ACA-related claims; (2) WEC U.S. payroll; and (3) WEC V.C. Summer

15 Project payroll cost, including all Firm, Fixed, Time and Material, and Ttarget

16 payroll cost.

17 Q. WHAT IS THE COST IMPACT OF THE CHANGES RELATED TO THE

18 FEDERAL HEALTH CARE ACT?

19 A. Through Change Order No. 20, WEC is seeking to recover $206,589

20

21

22

reflecting its increased cost of health insurance for its employees for calendar

years 2011, 2012, and 2013. SCE&G also forecasted that the ACA will result in

additional cost of approximately $2.0 million for WEC/CB&I over the life of the

21
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project under the new Substantial Completion Dates. The combined effect of

Change Order No. 20 and the additional forecasted cost is approximately $2.2

million, or approximately 0.3% of the total change in the capital cost schedule.

5. Plant Reference Simulator and Software Upgrade

5 Q. PLEASE EXPLAIN THE CHANGE ORDER RELATED TO THE PLANT

7 A.

10

11

12 Q.

13 A.

14

15

16

17

18

19

20

REFERENCE SIMULATOR AND SOFTWARE UPGRADE.

Change Order No. 19, relating to the Plant Reference Simulator ("PRS")

hardware and software and associated training, was executed to enhance PRS

displays. WEC also will provide versions of the software that will be issued

subsequent to the version provided under the EPC Contract and will provide

training for the updated software version.

IS THIS UPGRADE NECESSARY?

Yes. The PRS is a critical system necessary for training and requalifying

licensed operator candidates and senior operators and for developing and

validating NRC license exam simulator scenarios. The cost originally forecasted

for PRS hardware and software reflected the cost of the standard system used on

all AP1000 units. However, these systems must be updated in order to reflect

changing design conditions. Through this change order, the PRS will be

synchronized to the design of the Main Control Room, which is critical and

essential for training and requalifying licensed operators.

22



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
565

of739

569

1 Q. WHAT IS THE COST FORECAST FOR CHANGE ORDER NO. 19?

2 A. The cost of this change order is approximately $ 1.1 million, or

3 approximately 0.2% of the total change in the capital cost schedule.

4 6. Ovation and Common Q Instrumentation and
5 Control Maintenance Training Systems
6

7 Q. PLEASE EXPLAIN THE CHANGE ORDER RELATED TO OVATION

8 AND COMMON Q INSTRUMENTATION AND CONTROL

9 MAINTENANCE TRAINING SYSTEMS.

10 A. The Instrumentation & Control ("I&C") and Reactor Protection Systems

11 for the Units are managed by the Ovation and Common Q systems, respectively.

12 I&C Technicians and I&C/Digital Engineers require initial and continuing training

13 on these risk important systems. In order to provide the proper hands-on training

14 to these personnel in an off-line training environment without interfering with the

15 use of the systems for operations, a minimum set of Ovation and Common Q

16 hardware and sotbvare is required. Additionally, Ovation and Common Q

17 software licenses are required.

18 Q. WHAT PROCESS DID SCE&G USE TO EVALUATE ITS TRAINING

19 NEEDS?

20 A. The Company outlined its training needs based on industry standards.

21

22

SCE&G also developed a technical description of its training needs and submitted

a Request for Proposal to WEC/CB&I based on this compiled information.

23
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1 Q. WHAT ARE THE COST FORECASTS ASSOCIATED WITH THIS

2 CHANGE ORDER?

3 A. SCE&G has forecasted that the change order associated with acquiring the

4 hardware and software for these maintenance training systems will cost

5 approximately $880,000, or approximately 0.1% of the total change in the capital

6 cost schedule.

7. Simulator Development System

8 Q. PLEASE EXPLAIN THE CHANGE ORDER RELATED TO THE

9 SIMULATOR DEVELOPMENT SYSTEM.

10 A. SCE&G has determined that the schedule for training and scenario

12

13

14

15

16

17

18

19

20

development on the PRS will require the PRS to be in nearly continuous use for

the balance of the project. This level of use does not allow sufficient time for the

PRS to be taken out of service for upgrades, modifications and routine

maintenance of its software. The new Simulator Development System to be

developed as part of this change order will include a complete copy of the PRS

software but will be a scaled down version of the PRS. This new system will

allow the software to be serviced and modified without interfering with use of the

PRS. The modified software can then be uploaded to the PRS when servicing is

complete. As well, the new system will allow SCE&G to test new software before

it is put into use for training and scenario development on the PRS.

24
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1 Q. WHY DOES THE TRAINING SCHEDULE NOT ALLOW THE PRS TO BE

2 TAKEN OUT OF SERVICE?

3 A. In June of each year, SCE&G works with the NRC to schedule operator

exams for the upcoming four years. Upon agreement of these dates, the NRC and

SCE&G allocate resources and time to conduct these exams. SCE&G currently

has three classes of potential operator license candidates that have been training

and preparing for upcoming exams. Two of the classes are two years or more into

their training with examination dates already established with the NRC through

2016.

10

12

13

14

15

16

17

18

19

The current training schedule would be negatively impacted by any time

the PRS is unavailable due to upgrades, modifications, and routine maintenance.

Delays also would impact the NRC's ability to adequately manage their resources

required to support the examination process. SCE&G believes that maintaining

the current operator training schedule, in lieu of further postponing these tests, will

maximize learning and understanding of key operational procedures and capitalize

on student peak performance. The Company also believes that continuing with the

operator training schedule as planned will enhance the retention of operator

license candidates. Retention is critical to ensuring SCE&G will have the required

number of licensed operators for fuel load of the Units.

25
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3 A.

WHAT IS THE COST ASSOCIATED WITH THE NEW SIMULATOR

DEVELOPMENT SYSTEM?

Based upon the expertise of the Company's simulator engineering group,

industry benchmarking, and knowledge of other systems in use by WEC, SCE&G

forecasted that the cost of the change order to acquire the Simulator Development

System would be approximately $605,000, or approximately 0.1% of the total

change in the capital cost schedule.

8. ITAA C Maintenance

9 Q. PLEASE EXPLAIN THE CHANGE ORDERS RELATED TO ITAAC

10

13

14

15

16

17

18

19

20

21

22

MAINTENANCE.

These change orders provide for the cost of new NRC regulations requiring

the review of completed ITAAC packages when work is done on the associated

components or systems or non-conforming conditions are discovered after the

ITAAC is closed. Specifically, once an ITAAC closure letter is submitted to the

NRC, any new information that materially alters the basis for determining that (1)

a prescribed inspection, test, or analysis was performed correctly, or (2) finding

that a prescribed acceptance criterion is met must be reported to the NRC in the

form of an "ITAAC Post-closure Notification.*'he regulations also direct that a

notice be submitted to the NRC indicating that all of the ITAACs under the

combined license are complete. By imposing these new, additional ITAAC

requirements, the NRC intended to facilitate the completion of all activities

necessary to make a finding on ITAACs in accordance with NRC regulations, as

26
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well as ensure that interested parties have access to all available information

2 should a hearing on an ITAAC be requested.

3 Q. WILL THESE NEW REGULATORY REQUIREMENTS RESULT IN

4 ADDITIONAL COST?

5 A. Yes. As reflected in Change Order No. 21, WEC/CB&I anticipates that its

6 cost to comply with these additional ITAAC requirements will be approximately

7 $59,400 for 2014 and 2015. WEC/CB&I also has informed SCE&G that, from

8 2016 to 2020, it will submit an annual change order to recover its additional cost

9 associated with these requirements, which SCE&G has forecasted to be $313,229.

10 The total anticipated cost of complying with these ITAAC requirements will

11 increase cost by approximately $372,629, or approximately 0.05% of the total

12 change in the capital cost schedule.

13 9. Warehouse Eire Security

14 Q. PLEASE EXPLAIN THE CHANGE ORDER RELATED TO WAREHOUSE

15 FIRE SECURITY.

16 A. SCE&G became concerned about the increasing value of inventory in the

17

19

20

21

on-site warehouses in relation to the insurability of three on-site warehouses that

serve the project and their content under the Owner's Builders'isk Policy. In

order to address these concerns and to mitigate fire insurance premiums, the

Company elected to implement enhancements to the fire alarm monitoring for

these warehouses, including upgrading the remote monitoring capabilities of the

27
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fire and security systems. These upgrades will bring the value of the insurance

closer to the value of the inventory, thereby mitigating exposure.

3 Q. WHAT IS THK FORECASTED COST OF THE UPGRADES TO THE

5 A.

WAREHOUSE FIRE SECURITY SYSTEM?

SCE&G estimates that the cost of this change order incorporating these

upgrades will be approximately $ 121,000, or approximately 0.02% of the total

change in the capital cost schedule.

10. Perch Guards

9 Q. PLEASE EXPLAIN THK CHANGE ORDER RELATED TO PERCH

10

13

14

15

16

17

18

GUARDS.

Change Order No. 18 provides for the installation of perch guards on

transmission structures for the Unit 2 and 3 generator step up and the reserve

auxiliary transformer transmission tie-lines from the Unit 2 switchyard to the

Units 2 and 3 tabletop area. The perch guards will increase the reliability of these

transmission lines by preventing avian interference and bird-related faults that may

occur due to the number of large birds in the area, The forecasted cost of this

change order is $ 14,056, or less than 0,01% of the total change in the capital cost

schedule.

19 Q. HAS THE COMPANY NEGOTIATED ANY OTHER CHANGE ORDERS?

20 A.

21

22

Yes. SCE&G negotiated Change Order No. 17 that shifted approximately

$7 million from the Time and Materials category to the Firm category, and

approximately $49 million from the Time and Materials category to the Target

28
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1 category. This shift reflects the agreements reached between SCE&G and

2 WEC/CB&I to provide for (1) additional equipment required to be installed in the

3 Off-Site Water System for the removal of Bromide from raw water during

4 treatment; (2) the transfer of certain CB&I start-up construction support Time and

5 Material scopes of work and associated dollars to the Target and Firm price

6 category; and (3) other miscellaneous items. While this change order shifts cost

7 from one pricing category to another, it does not result in any additional cost to the

8 project.

9 Q. WHAT IS YOUR EXPERT OPINION ABOUT THE REASONABLENESS

10 AND PRUDENCE OF THESE TEN CHANGE ORDERS AND RELATED

11 MATTERS THAT INCREASE THE CAPITAL COST OF THE PROJECT?

12 A. Based on my years of experience and my direct involvement with the

13

14

15

16

17

19

construction of the project and efforts related to startup of the Units for

commercial operations, it is my expert opinion that these ten change orders and

related matters represent reasonable and prudent changes to the EPC Contract cost

for completion of the Units under the BLRA. With respect to the change order

related to schedule mitigation for the Shield Building Panels, however, I would

reiterate that the Company does not waive any claim it may have against

WEC/CB&I for the cost associated with the expansion of the NNI facility,

29
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D. Switchyard Cost Re-Allocation

2 Q. IS SCE&G PROPOSING TO ADJUST THE ALLOCATION OF

5 A.

10

11

Q

13

14 A.

15

16

17

18

19

20

21

22

SWITCHYARD COST BETWEEN THE COMPANY AND SANTKE

COOPER?

Yes. As discussed by Ms. Walker, SCE&G and Santee Cooper recently

completed a comprehensive review of the Switchyard design and have updated the

EPC Contract cost associated with the entire scope of work for the Switchyard

based on each party's actual use of the facilities. This updated allocation has the

effect of decreasing the allocation of Switchyard cost to SCE&G by $ 107,000.

II. OWNER'S COST REVISIONS ASSOCIATED WITH DELAY

A. Owner's Labor Cost Revisions Associated with Delay

PLEASE EXPLAIN THE ROLE OF THE COMPANY'S NEW NUCLEAR

DEPLOYMENT TEAM.

SCE&G's NND team is primarily responsible for meeting SCE&G's

obligations as owner of the project and as the holder of active NRC licenses to

construct and operate the Units. These obligations include responsibility for (a)

construction and engineering oversight of the project; (b) QA/QC oversight both

on site and at suppliers'ocations worldwide; (c) the training and licensing of all

personnel required for Unit operations; (d) the auditing of invoices from

WEC/CB&I and other suppliers and the resolution of contractual and payment

disputes with WEC/CB&I; (e) oversight and accounting for all commercial aspects

of the project; (fl acceptance testing and maintenance of plant systems as they are
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1 completed and tumed over to SCE&G; (g) accepting the handover and

2 maintenance of engineering, QA/QC and other data necessary for operating the

3 Units; (h) drafting the procedures for plant operations and safety; (i) conducting

4 plant start-up and start-up testing; and (j) providing the administrative support, IT

5 systems and software necessary to sustain these functions. The Operational

6 Readiness group comprises all personnel necessary to operate and maintain the

7 Units when in service. In addition, they also are responsible for developing

8 programs and procedures for operation and maintenance of the Units and in

9 overseeing start-up and testing.

10 As of March 2015, the NND team is comprised of approximately 560

11 SCANA, SCE&G and Santee Cooper employees, including highly skilled

12 professionals in engineering, nuclear construction management, QA/QC, training,

13 operational readiness, and other disciplines. Extending the duration of the

14 construction project will require SCE&G to maintain its NND team in place to

15 support the completion of Units 2 and 3 for an additional 27 months and 25

16 months, respectively.

17 Q. HAVE THE DELAYS IN THE PROJECT AFFECTED THE OWNER'S

18 LABOR COST?

19 A. Yes. In response to the new Substantial Completion Dates, SCE&G has

20

21

22

taken reasonable steps to delay NND hiring and to revise work assignments.

However, SCE&G forecasts that the extension of the project will increase Owner's

labor cost by approximately $ 125.3 million, or approximately 18% of the total
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change in the capital cost schedule, to allow SCEScG to support the NND team's

role in the project for a longer period.

3 Q. PLEASE DESCRIBE THE PROCESS BY WHICH SCE&G PROJECTED

THE ADDITIONAL OWNER'S LABOR COST RELATED TO THE

DELAY.

6 A. We have reviewed our staffing plans to determine the impact of the new

10

13

Substantial Completion Dates on the Owner's labor cost. As part of these studies,

the Company reevaluated every position to determine its need and reassessed the

need for future hire positions in order to identify positions that could be delayed.

B. Owner's Risk Insurance and Workers Compensation Insurance

Q. WILL THERE BE ANY ADDITIONAL COST FOR OWNER'S RISK

INSURANCE AND WORKERS'OMPENSATION INSURANCE

ASSOCIATED WITH THE INCREASED LABOR COST?

14 A. Yes. As discussed in more detail by Ms. Walker, all of the project

15

16

17

18

19

20

21

insurance programs, including Builder's Risk insurance, an owner controlled

insurance program ("OCIP"), and Cargo insurance, are required in Phase II of the

EPC. The Owner is having on-going discussions with the project insurers about

extending the policy terms resulting from the delay. As well, the delay results in

additional exposure to Builder's Risk damage claims as well as worker injuries

and workers'ompensation claims. As a result, SCE&G anticipates that

extending the project will increase Owner's cost for insurance by approximately
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$30.1 million, or approximately 4.3%, of the total change in the capital cost

schedule.

C. Additional IT Cost Associated with Delay

4 Q. HOW HAS THE DELAY AFFECTED THE OWNER'S COST WITH

5 RESPECT TO INFORMATION TECHNOLOGY COST?

6 A. As project owner, SCE&G is obligated to supply certain software and other

7 IT resources required to support operational readiness and the work of the NND

8 team during construction. SCE&G also must ensure that the engineering data,

9 QA/QC documentation and other data that are necessary for testing, start-up, and

10 operation of the Units are properly maintained in SCE&G's IT system and are

11 available at all times to the Units'perating staff. Extending the project schedule

12 will increase the cost of IT support for the project because software licenses and

13 maintenance fees, equipment maintenance cost, and other IT support cost must be

14 paid for longer periods of time. SCE&G forecasts that extending the schedule of

15 the project will increase the IT component of Owner's cost by approximately $6.5

16 million, or approximately 1% of the total change in the capital cost schedule.

17 D. Facilities Cost Increases Associated with Delay

18 Q. PLEASE EXPLAIN THE FACILITIES COST INCREASE ASSOCIATED

19 WITH THE DELAY.

20 A. SCE&G is responsible for the warehouse and storage space for materials

21

22

and equipment necessary to operate the Units. SCE&G also is required to pay for

the office space and related support facilities for its NND team personnel while
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10

11 Q.
(

12 A.

13

14

15

16

17

they are on site. Because of delays in the project schedule, construction teams and

operational readiness teams will overlap more, requiring more space. In addition,

the maintenance, upkeep and other cost of office space and related support

facilities will have to be borne by the project for a longer period of time. SCE&G

has taken reasonable steps to reduce the scope and cost of the additional

warehouse, storage, office, and other support facilities. Nevertheless, SCE&G

forecasts that additional facilities and facilities cost associated with the new

Substantial Completion Dates will increase Owner's cost by approximately $ 6.1

million, or approximately 1% of the total change in the capital cost schedule.

E. Other Owner's Cost Associated with Delay

WILL OTHER OWNER'S COST BE AFFECTED BY THE DELAY?

Yes. Ms. Walker explains that extending the duration of the project also

will increase Owner's cost across a broad range of cost centers related to technical,

administrative, and other support for the project as well as increasing associated

non-labor cost. As a result, SCE&G anticipates that Owner's cost will increase by

$46.4 million, or approximately 7% of the total change in the capital cost

schedule.

18 Q. WHAT IS YOUR EXPERT OPINION AS TO WHETHER THE OWNER'S

19

20

COST INCREASES ASSOCIATED WITH DELAY ARE REASONABLE

AND PRUDENT?
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1 A. Based upon my experience and direct involvement with the project, it is my

2 expert opinion that the increases in Owner's cost associated with the delay reflect

3 reasonable and prudent changes for completion of the Units under the BLRA.

4 III. OWNER'S COST INCREASES NOT ASSOCIATED WITH DELAY

5 A. Additional NND Staff

6 Q. PLEASE DESCRIBE THE PROCESS BY WHICH YOU HAVE UPDATED

7 THK NND STAFFING PLANS PRESENTED.

8 A. In 2012, SCE&G updated its NND staffing plan, which was approved by

9 the Commission in Order No. 2012-884. Since that time, we have continued to

10 review our staffing plans as new information has emerged concerning the design

11 of the plant, regulatory requirements, physical, and Cyber Security requirements

12 for the plant, and similar matters. During this period, we conducted extensive

13 interviews with the leadership of each department of the current operating unit,

14 Unit 1, and with each department involved in the construction and operational

15 readiness of the new Units. The Company also engaged an industry recognized

16 consultant to review, validate, and make recommendations to SCE&G's staffing

17 plan.

18 Q. WHAT WAS THK RESULT OF THESE REVIEWS?

19 A. Our careful analysis and review has resulted in an identified need to add 64

20

21

22

Full Time Equivalents ("FTEs") to the NND Staff, as presented in Chart A, below.

The cost associated with these staffing changes is $7.5 million, or approximately

188 of the total change in the capital cost schedule.
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CHART A

2 This chart is net of internal transfers.
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1 Q. PLEASE PROVIDE A BREAKDOWN OF THE FUNCTIONS THAT

2 IMPACTED THE NEED FOR ADDITIONAL STAFFING.

3 A. The functional areas that drove the need for additional staffing consist of

Operational Readiness, Cyber Security, Training, Industry Coordinators, and

Other. These areas are reflected in Chart A as well as in Chart B below.

CHART B

8 Q. PLEASE EXPLAIN THE IMPACT OF THE CHANGES TO THE

9 OPERATIONAL READINESS CATEGORY.

10 A. Much of the change in this category is the result of the identified need to

12

13

14

15

16

17

add 31 additional engineering positions. The original project intent was to

supplement the engineering staff for Units 2 and 3 with elements of the

engineering staff for Unit 1 to support an overall integrated engineering program

for the three units. Due to a number of major engineering projects at Unit 1, the

ability to support efforts at Units 2 and 3 has been extremely limited. As such, the

overall engineering structure was revalidated and the need for increased staff to

meet schedule needs was identified. In addition, initial estimates for major
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1 engineering project work such as maintenance rule development, equipment

2 reliability, program development and establishment of a fully integrated

3 configuration management information system have been revised to support

4 project goals. These positions primarily will be utilized to develop the

5 engineering programs, plans, and procedures needed to successfully operate the

6 two AP1000 nuclear units. This group also will supplement the preoperational

7 and start up test organization as outlined in the EPC agreement.

8 Q. WHAT OTHER POSITIONS IMPACT THE OPERATIONAL READINESS

9 CATEGORY?

10 A. An additional nine positions are needed to staff the Planning and

12

13

14

15

16

17

18

19

20

21

22

Scheduling group and the Outage group. In May 2013, the Institute of Nuclear

Power Operations ("INPO") performed a Construction Review Visit on Units 2

and 3 to determine, in part, our preparation and planning capabilities to support the

plants when operational and during the transition phase to plant operations. INPO

identified that based on industry experience, we needed to more fully develop an

Integrated Operational Readiness Schedule ("IORS"). Detailed procedures were

developed and the transition to an IORS was begun. This effort identified that

nine additional positions are needed to support the earlier integration of all

scheduled operational activities into the IORS. INPO returned to the site in May

2014 and concluded that we were on track to meet our goals in the IORS area.

The Company also identified a need to add one additional supervisor

position to the Records, Documents, and Reproduction group in order to support a
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1 better integration of Units I, 2, and 3 and to better align accountabilities. This

2 additional supervisor was deemed necessary to assure that all records, documents,

3 and reproduction activities would properly align and transcend the individual

4 units, assuring proper integration of all three units. Additional benchmarking with

5 other industry nuclear plants also determines this to be a best industry practice.

Finally, to support functional organizational alignments within the NND

7 Department, two additional positions were added to the Administrative

8 Management Group. A Vice President of Nuclear Operations for Units 2 and 3

9 was deemed necessary to support the division of responsibilities between the three

10 units. This position was created to assure all support functions common to three

11 units had a reporting structure that provided effective allocation of budget,

12 resources and oversight of all three units. In addition, a new position was

13 identified after benchmarking several nuclear utilities to combine the effective

14 efforts of existing environmental, health, and safety professionals under one

15 Manager of Environment, Safety and Health. This organizational change will

16 provide for more efficient interface with the NRC and state and local officials for

17 all compliance matters relating to permits, safety, environmental, and compliance

18 reports.

19 Q. WHAT IS THE COST ASSOCIATED WITH THESE PERSONNEL

20 CHANGES?

21 A. The combined effect of the additional staffing positions for these five

22 groups will add 43 FTEs totaling an increase for Units 2 and 3 of $6,368,402.
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1 Q.

3 A.

10

13

14

15

16

17

18

19

PLEASE DESCRIBE THE IMPACT OF THE CHANGES TO THE CYBER

SECURITY CATEGORY.

Regulatory changes in the Cyber Security area have required additional

consideration of the staff needed to support current NRC requirements. In August

2010, the NRC published 10 CFR 73.54. This rule, combined with the guidance

set forth in Regulatory Guide 5.71 released in January 2010, requires licensees to

submit a new Cyber Security plan and an implementation timeline for NRC

approval, and show how the facility will identify critical digital assets and describe

its protective strategy, among other requirements. Based on the NRC Rule, the

Nuclear Energy Institute ("NEI") also developed NEI 08-09, Revision 6 ("NEI 08-

09"), which was approved by the NRC in letters dated May 10, 2010, and June 7,

2010, and consists of a series of standards to assist facilities in meeting cyber

security regulations.

Since the issuance of these publications, efforts have been on-going to

define and identify the staffing impact to Units 2 and 3. The Company used the

NEI 08-09 resource staffing model for Unit I, and subsequently modeled the

staffing for Units 2 and 3 accordingly. SCEkG then analyzed and compared the

potential number of critical digital assets used in Unit 1. This resulted in ten FTEs

totaling identified and itemized cost for Units 2 and 3 of $222,164.
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1 Q. DID SCE&G ALSO IDENTIFY A NEED TO ADD POSITIONS TO THE

2 CRAFT AND TECHNICAL TRAINING GROUP?

3 A. Yes. Personnel in the Training Department have highly marketable skills

4 resulting in higher than anticipated turnover. Even if the Company were to hire

5 only experienced industry staff, it still takes several months to two years to fully

6 integrate training instructors into the department. To help mitigate this known loss

7 of personnel, the Company determined that six additional positions are needed in

8 the training department to meet the need to hire and train skilled replacements for

9 the Operation and Maintenance department. These six FTEs increase the

10 identified and itemized Owner's cost related to NND staffing by $ 1,044,322.

11 Q. PLEASE DESCRIBE THE IMPACT OF THE CHANGES TO THE

12 INDUSTRY COORDINATORS CATEGORY.

13 A. Currently, Unit 1 utilizes three positions to support strategic industry

14

15

16

17

18

19

20

21

22

interfaces which are common to all nuclear power plants. These areas support

INPO, operating experience reviews and follow-up actions indicated by the

reviews. It was intended that Unit 1 would support these areas with existing

resources. Several months ago, management for Units 1, 2, and 3 met to discuss

current duties and responsibilities of the three resources currently engaged to

perform these functions for Unit 1. They determined that the workload in these

areas had increased at Unit 1 to the point that they could not support performing

this activity for Units 2 and 3. This resulted in 3 FTEs totaling an identified and

itemized cost increase for Units 2 and 3 of $ 104,309.
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I g.

3 A.

10

11

(
12

13

PLEASE EXPLAIN THE "OTHER" CATEGORY AND HOW CHANGES

TO THOSE ITEMS IMPACT STAFFING AND OWNER'S COST.

SCE&G identified the need to add four NND Construction positions to

support the continued oversight of construction. In addition, management of the

Start Up group initially was placed under the direct control of WEC/CB&I. As the

project has progressed, the Company has determined that it needs to assume a

more direct interface and control of Initial Test Program activities, resulting in the

addition of a Start Up manager position. Finally, continued refinement of the

staffing projections identified the ability to reduce the initial projections for the

Organizational, Development, & Performance Specialists resulting in a net

decrease of three FTEs. The combined effect of these adjustments results in 2

additional FTEs totaling an identified and itemized decrease in capital cost for

Units 2 and 3 of $204,696.

14 Q. HOW DID YOU ASCERTAIN THE REASONABLENESS OF THE

15

16 A.

17

19

20

21

22

ADDITIONAL COSTS PROPOSED HERE?

I have personally reviewed the budget forecasts presented here to ensure

that the costs they include are reasonable and necessary. We are very sensitive to

the need to control costs on this project. SCE&G management has been

unrelenting in its review of the reasonableness of this plan and its insistence that

the entire project team remain fully committed both to controlling costs and to

ensuring the success of the project. Each team within NND and NND leadership

has been required to justify the necessity of each position and the timing of each
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hiring date. Based on my years of experience in the nuclear industry, and my

2 involvement in these reviews, it is my opinion that these costs are reasonable and

3 prudent and reflect a strong commitment to control costs without unreasonably

4 putting the success of the project at risk.

B. NRC Fees

6 Q. HAS THERE BEEN ANY CHANGE IN THE ESTIMATED NRC FEES

7 ASSOCIATED WITH THE PROJECT?

8 A. Yes. The NRC continues to evaluate its cost to provide regulatory

9 oversight of the construction of the Units. As discussed by Ms. Walker, the NRC

10 recently revised its estimated fees for the project to include the cost associated

11 with work its staff members performed off-site but which related to the project.

12 Additionally, staff time for off-site oversight of the project was likewise included

13 in the NRC's updated cost estimate. As a result, the NRC has increased its

14 estimate by approximately $7.1 million based upon its most recent analysis. This

15 additional cost is reflected in the revised cost forecast and is approximately 1% of

16 the total change in the capital cost schedule. This cost is reasonable and necessary

17 for the project to proceed.

18

19

C. Other IT Cost and
Other Owner's Cost Not Associated with Delay

20 Q. IS THE COMPANY PROPOSING TO INCREASE OWNER'S COST FOR

21

22

OTHER IT COST AND OTHER OWNER'S COST NOT ASSOCIATED

WITH THE BELAY?
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10

13

15

16

A. Yes. Notwithstanding SCE&G's care and diligence to mitigate or avoid

additional cost, SCE&G anticipates that it will be required to incur cost for certain

software and other IT resources that are necessary for the project. These resources

include increased cyber security resources for NND project personnel, fatigue and

stress monitoring software, and software to capture and monitor plant operating

data. Ms. Walker addresses the cost related to these items more fully. However,

the Company forecasts that the additional IT cost will add $3.3 million to Owner's

cost, or approximately 0.5% of the total change in the capital cost schedule.

The Company also has identified other areas, not related to the delay, that

will result in an increase to Owner's cost. Again, Ms. Walker addresses the

drivers for these increased costs, including increased facilities cost, the cost of

additional contractors for oversight of construction and component fabrication,

and increased fees for participation in the AP1000 Users Group, among others.

SCE&G anticipates that the amount of other Owner's cost not associated with the

delay is $ 12.9 million, or approximately 2% of the capital cost schedule.

CONCLUSION

17 Q. ARE THE UPDATES REQUESTED IN THIS PROCEEDING

18

19 A.

20

21

22

REASONABLE AND PRUDENT?

Yes they are. The adjustments requested in this proceeding, adjustments as

to EPC cost and Owner's cost, are adjustments that I know to represent reasonable

and prudent changes in the cost and construction schedules for the Units, based

upon the information currently available to SCE&G. In my professional opinion,
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1 the adjustment's are the result of the normal and expected evolution of project cost

2 forecasts in conjunction with the current Substantial Completion Dates.

In sum, it is my expert opinion that the costs in the Company's updated

4 capital cost schedule are reasonable and prudent for completing the Units under

5 the BLRA. Notwithstanding the fact that the anticipated cost to complete the

6 Units is reasonable and prudent, SCE&G has carefully reserved its rights to assert

7 claims against WEC/CB&I for the cost resulting from the delay.

8 Q. WHAT IS SCK&G REQUESTING OF THE COMMISSION IN THIS

9 PROCEEDING?

10 A. The Company is requesting that the Commission approve, pursuant to S.C.

11 Code Ann. I'1 58-33-270(E), (I) the updated milestones as set forth in Mr. Byrne's

12 testimony and Exhibit No. (SAB-2) and (2) the updated capital cost schedule in

13 Exhibit No. (CLW-I) as the approved schedule of capital cost for the Units.

14 On behalf of the Company, I respectfully request that the Commission approve

15 these adjustments as presented.

16 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

17 A. Yes, it does.
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BY MR. WILLOUGHBY:

Q Ms. Walker, would you please state your name for the

record?

A [WALKER] Carlette Walker.

Q And by whom are you employed and in what capacity?

A [WALKER] SCANA Corporation. I'm the VP of Nuclear

Finance Administration.

10

12

13

14

15

16

17

18

19

20

21

22

23

25

Q And in connection with this proceeding, Ms. Walker, did

you cause to be prepared and prefi 1 ed direct testimony

consisting of 37 pages?

A [WALKER] I did.

Q As to the testimony, are there any corrections?

A [WALKER] Yes.

Q Would you direct our attenti on as to where?

A [WALKER] If you would go to page 1 7, line one, following

the words "eligible for," if you could insert "a

projected benefit of."

Q And then that sentence would read, beginning on page 16,

as corrected, "Moreover, SCE8G wi 1 1 be eligible for a

projected benefit of $ 2.2 billion i n federal production

tax credits if the units are in commercial service by

December 31, 2020." Did I read it correctly?

A [WALKER] That's correct.

Q Are there any other corrections to be made to the

testimony?

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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A [WALKER] No.

MR. WILLOUGHBY: Madam Chair — well, I have

10

12

13

15

16

17

18

19

20

21

22

23

one other question.

BY MR. WILLOUGHBY:

Q If I asked you the questi ons that appear i n the

testimony, as corrected, would your answers be the same

from the witness stand here today?

A [WALKER] They would be.

MR. WILLOUGHBY: Madam Chair, I'd move the

introduction of the testimony as if given orally

from the stand.

CHAIRMAN HALL: All right. Ms. Walker's

testimony will be entered as if given orally.

/See pgs 602-638J

BY MR. WILLOUGHBY:

Q And, Ms . Walker, in connection with your testimony, did

you have seven exhibits, and those exhibits I think were

filed — seven exhibits, or CLW-1 through -7 — were filed

in a public version and in a confidential versi on, as

well; is that correct?

A [WALKER] That's correct.

Q Are there any correcti ons to be made to the exhibits?

A [WALKER] Yes, I have one exhibit that needs to be

corrected.

25 Q Would you tell us whi ch exhibit, and direct our

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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attention to what needs to be corrected.

2 A [WALKER] Yes . If you '
1 go to Exhibit CLW-5?

3 Q And, I believe, Ms. Walker, that this exhi bi t is

identical in both the confidential version and the

public version; is that correct?

6 A [WALKER] That's correct.

Q And direct us to the line and row numbers that need to

be corrected.

10

A [WALKER] If you will go down to the row that starts
with—

12

MR. GUILD: Counsel, could you just hold on a

moment until I catch up?

13

15

16

17

18

19

20

21

22

23

24

25

MR. WILLOUGHBY: We'l stand by, and just let
me know when you'e ready.

MR. GUILD: CLIAI-5?

MR. WILLOUGHBY: CLW-5.

MR. GUILD: Thank you.

MR. WILLOUGHBY: You there?

MR. GUILD: I am, thank you.

WITNESS: If you will go down to the row-
it's about halfway down — that starts with CO No.

20, and it says "Healthcare Act," and if you go

across that row to the line that goes perpendicular

down the line, or down the page, if you go to the

right side of that line and follow over to the
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12

13

14

15

16

17

19

20

21

22

23

column headed with "G" it currently has a number of

"207." That number needs to be replaced with a

"962

BY NR. WILLOUGHBY:

Q So in the column designated "G," entitled "Firm with

Fixed Adjustment B," "207" should be deleted and "962"

inserted?

A [WALKER] That's correct.

Q And what i s the next change?

A If you stay on that same line, if you were to go over to

Column K entitled "Time & Nater1als," there is nothi ng

in that column, and if you could insert "1220." That'

"1220."

Q Are there other corrections to be made?

A Yes. If you would go down four lines down below that, I

think. It's the row that starts with CO No. 21,
" ITAAC," and again, if you go to the right of the bold

line and you go over to the column that is headed with
"G" with the title "Firm with Fixed Adjustment B," if
you would remove the number "28" and replace it with the

number "185." And then going over to Column K with the

heading of "Time & Naterials," replace the number "31"

with the number "188."

Q Thank you, Ns. Walker. Are there any other corrections

25 to be made?

OL OF
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A [WALKER] No. But I would note that any subtotals, as

well as totals, that follow those corrections are all

accurate. There's no effect on any other subtotals or

summary amounts on that spreadsheet.

5 Q So when we look at the totals that have been included in

CLW-5, those totals are accurate?

7 A [WALKER] That's correct.

5 Q Any other corrections to be made?

A [WALKER] That's it.
10 NR. WILLOUGHBY: I just hit the wrong button,

12

13

Madam Chair. Didn't mean to bring up one of Mr.

Byrne's modules that he spoke of, but I'l let
somebody else figure out how to cut it off .

15

MR. ZEIGLER: [Indi cating.]

NR. WILLOUGHBY: Good.

16

17

18

19

20

21

22

23

25

I would move the introduction of Ns. Walker's

seven exhi bi ts. The confidential versi on, Madam

Chai r, we would move the introduction of the

confidential version of the exhibits under seal in

thi s heari ng . I thi nk the Commission has an order

that addresses that issue.

CHAIRNAN HALL: All right. Ms. Walker's CLW-1

through -7 will be entered into the record as

Hearing Exhibit No. 10, and the confidential under

seal. We have the confldentlal versi on already
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under seal, so, very good.

[WHEREUPON, Hearing Exhibit No. iO was

marked and received in evidence.]

MR. WILLOUGHBY: Thank you, very much, Madam

Chair.

10

12

13

15

16

17

18

19

20

21

22

23

24

25

BY MR. WILLOUGHBY:

Q Ms, Walker, have you prepared a summary of your

testimony?

A [WALKER] I have.

Q Please deliver that at this time.

A [WALKER] Can you all hear me okay?

CHAIRMAN HALL: If you could pull that

microphone just a little bit closer, please.

WITNESS WALKER: [Indicating.] Good afternoon,

Chairman Hall and members of the Commission . The

purpose of my testimony is to present the

accounting, budgeti ng, and forecasti ng i nformati on

related to the updates and cost schedules proposed

in this proceeding.

As part of my testimony, I sponsor Exhibit

CLW-i, which is an updated schedule of capital

costs for the construction of the units. If

approved, this schedule would become the approved

capital cost schedule for the units under the Base

Load Review Act . I also am sponsoring Exhibit CLW-

OL OF
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2, which compares the updated capital cost schedule

to the schedules approved in the initial BLRA Order

and subsequent proceedings. Exhibit CLW-3

summarizes the changes 1n the forecasted costs

approved in Order No. 20i2-884, and sets forth the

updated escalation indices. These three exhibits

are identical to the financial exhibits attached to

the Peti ti on in thi s docket.

SCE&G has i dentifi ed approximately $ 698

million in additional capital costs for the

project, which i ncrease the capital costs for the

units from approximately $4.5 billion in 2007

dollars, to $ 5 . 2 billion . The effect of these

modificati ons and updates on the ni ne BLRA cost

categori es is reflected in Exhibits CLW-4 and

CLW-5. These modifications and updates, along with

changes in escalation rates and AFUDC, increase the

gross construction costs from approximately $5.8

billion to $6.8 billion in current dollars.

As a result of the delay in the substantial

completion dates of the Units 2 and 3, Westinghouse

and CB&I revised its forecast of the estimated-at-

completi on, or EAC, costs to reflect the additional

labor and related costs it asserts are necessary to

maintain the updated construction schedule. The

OL OF
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23

25

forecast also reflects reduced productivity and

increased staffing ratios for the project, and

increased time-and-material costs.

SCE&G asserts that Westinghouse and CB&I is

contractually responsible for these

issues 

.

However, Westinghouse and CB&I contend that this
increased cost is recoverable under the EPC

contract and that, if properly invoiced amounts are

not paid, it has the right to cease work on the

project. In order to protect SCE&G's position

without further delay in construction of the units,

the company will pay 90 percent of the properly

invoiced but disputed amounts, reserving its right

to dispute the increased costs. Because of the

delay experienced in the project to date, SCE&G is

confident that it will recover from

Westinghouse/CB&I the full amount of liquidated

damages payable under the EPC contract, which

totals approximately $ 86 million.

The capital cost schedule also includes the

additional costs related to the design finalization

of the project and i0 negotiated change orders and

related matters that are necessary to address new

and updated scopes of work. Finally, the schedules

reflect cost savings resulting in the reallocation

OL OF
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of switchyard costs.

The delay also wi 11 requi re SCE&G to mai ntai n

its new nuclear deployment, or NND, team for a

longer period of ti me and to extend i nsurance

coverage, resulting in additional owner's costs.

Further, SCE&G wi 11 be required to provide software

and other information technology resources, project

facilities, and technical, administrative, and

other support for longer periods of time.

Owner's cost also has been updated to reflect
the addition of approximately 64 employees to the

NND staff and the revised estimate of fee that

SCE&G must pay for the Nuclear Regulatory

Commission's i nspecti on and oversight of the

project 

. In addition, SCE8G has identified

additional IT resources, increased facilities
costs, and other costs not related to the delay,

that are necessary costs of the project.

In my professional opinion and based upon my

training, experience, and analysis, these

modificati ons in updates are based upon reasonable

and prudent forecasts and support updating the

capital cost schedule under the provisions of the

BLRA. The company, therefore, requests that the

Commission approve the updated milestones as set
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forth in Mr. Byrne's testimony and his Exhibit

SAB-2, and the modified and updated capital cost

schedule in my Exhibit CLW-1 as the approved

schedule of the capital costs for the completion of

the units, subject to the adjustment for escalation

and net of the AFUDC as provided for in the Order

2009-104(A).

This concludes my summary.

MR. WILLOUGHBY: Thank you, very much, Ms.

Walker.

12

13

15

16

17

18

19

20

21

22

23 [PURSUANT TO PREVIOUS INSTRUCTION, THE

24 PREFILED DIRECT TESTIMONY (W/CORRECTION) OF

25 CARLETTE L. WALKER FOLLOWS AT PGS 602-636]
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DIRECT TESTIMONY OF

CARLETTE L. WALKER

ON BEHALF OF

SOUTH CAROLINA ELECTRIC dtr GAS COMPANY

DOCKET NO. 2015-103-E

1 Q. PLEASE STATE YOUR FULL NAME AND BUSINESS ADDRESS.

2 A. My name is Carlette L. Walker. My business address is Highway 215 dt

Bradham Boulevard, Jenkinsviile, South Carolina.

4 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

5 A.

(
'.

6

I am employed by SCANA Services, Inc. as Vice President for Nuclear

Finance Administration. I am testifying on behalf of South Carolina Electric &

Gas Company ("SCE&G" or the "Company").

8 Q. DESCRIBE YOUR EDUCATIONAL BACKGROUND AND BUSINESS

10 A,

12

13

14

15

16

EXPERIENCE.

I am a 1981 graduate, curn laude, of the University of South Carolina with a

Bachelor of Science Degree in Accounnng. Following graduation, I worked for

two years in public accounting and became licensed as a Certified Public

Accountant in the State of South Carolina. In 1983, I joined SCAG's Internal

Audit Department. After four years in Internal Audit, I accepted an accounting

supervisory position with South Carolina Pipeline Corporation ("SCPC"). In

1994, I was promoted to Manager of SCPC's accounting department, and in 1997,
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1 I was promoted to the position of Controller for that company. In 1998, I accepted

2 the position of SCE&G's Assistant Controller - Electric Generation, and in 1999 I

3 was promoted to Assistant Controller - SCE&G. Effective in 2002, my

4 responsibilities as Assistant Controller were increased to include all SCANA

5 regulated subsidiaries. In 2006, I was promoted to Corporate Compliance and

6 Ethics and Audit Officer. In 2009, I assumed my current position as Vice

7 President for Nuclear Finance Administration. I am currently a member of the

8 American Institute of Certified Public Accountants and the South Carolina

9 Association of Certified Public Accountants.

10 Q. HAVE YOU EVER TESTIFIED BEFORE THIS COMMISSION IN THE

11 PAST?

12 A. Yes. I have testified before the Public Service Commission of South

13 Carolina (the "Commission") in several past proceedings.

14 Q. HAVE YOU TESTIFIED BEFORE THE COMMISSION IN PREVIOUS

15 PROCEEDINGS FILED BY THE COMPANY UNDER THE BASE LOAD

16 REVIEW ACT?

17 A. Yes. I testified in Docket No. 2009-293-E, Docket No. 2010-376-E, and

18

19

20

21

22

Docket No. 2012-203-E filed by the Company under the Base Load Review Act

("BLRA"). I respectfully ask that the Commission take judicial notice of its own

files in those three previous dockets and receive as evidence in this case my

prefiled testimony and exhibits as such testimony and exhibits were accepted into

the evidence of record in each of these dockets.
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1 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

10

13

14

15

16

17

The purpose of my testimony is to present the accounting, budgeting and

forecasting information related to the updates in cost schedules proposed in this

proceeding. As part ofmy testimony, I sponsor the following exhibits:

~ Exhibit No. (CLW-I), which is an updated schedule of capital cost for

construction of V.C. Summer Nuclear Station Units 2 and 3 (the "Units").

This exhibit is identical to Exhibit 2 to the Petition. If approved by the

Commission, this schedule would then become the approved capital cost

schedule for the Units under the Base Load Review Act, taking the place of

and superseding Exhibit F as approved in Order No. 2009-104(A), Order

Exhibit No, 2 as approved in Order No. 2010-12, Order Exhibit No. 1 as

approved in Order No. 2011-345, and Order Exhibit No. 1 as approved in

Order No. 2012-884.

e Exhibit No. (CLW-2), which is identical to Exhibit 3 to the Pention and

shows the relative changes to the capital cost schedule comparing the

updated schedule of capital cost to the schedule approved in Order No.

2009-104(A), and updated by Order Nos. 2010-12, 2011-345, and 2012-

18 884.

19

20

21

~ Exhibit No. (CLW-3), which is identical to Exhibit No. 4 of the Petition

and provides a summary reconciliation of the changes in forecasted cost

shown in Exhibit No. (CLW-1) to those approved in Order No. 2012-
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10

12

13

14

15

16

17

18

19

20

884, as well as a comparison of the escalation indices in effect under Order

No. 2012-884 to those currently in effect.

~ Exhibit No. (CLW-4), which summarizes the original capital cost

approved in Order No. 2009-104(A), each of the subsequent capital cost

schedule changes, and the change requested in this proceeding broken

down according to the nine cost categories recognized in the Commission's

BLRA orders.

~ Exhibit No. (CLW-5), which shows the changes in forecasted cost

broken down according to the nine cost categories recognized in the

Commission's BLRA orders, as well as the changes in cost broken down

into the categories and subcategories of the previously described cost

adjustments.

~ Exhibit No. (CLW-6), which reflects the increased cost for the New

Nuclear Deployment ("NND") and non-NND cost centers that SCE&G

anticipates will charge cost to the project and which identifies the delay,

non-delay, and total cost impacts for each functional area.

~ Exhibit No. (CLW-7), which reflects the increased cost for the NND and

non-NND cost centers that SCE&G anticipates will charge cost to the

project and which identifies the labor, non-labor, and total cost impacts for

each functional area.
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1 Q. WHAT REQUEST IS THE COMPANY MAKING IN THIS DOCKET

2 WITH REGARD TO THE CAPITAL COST SCHEDULE?

3 A, SCEkG is requesting that the Commission approve Exhibit No. (CLW-

4 1) as the updated and approved capital cost schedule for the construction of the

5 Units going forward.

6 Q. WHAT IS THE AUTHORITY FOR THIS REQUEST?

7 A. As the South Carolina Supreme Court recognized in its opinion in South

8 Carolina Energy Users Comm. v. South Carolina Pub. Serv. Comm'n, 388 S.C.

9 486, 697 S.E.2d 587 (2010) ("2010 BLRA Supreme Court Opinion"), changes to

10 the approved capital cost schedule are authorized under S.C. Code Ann. $ 58-33-

11 270(E). Under that statute, modifications to the approved schedule of capital cost(':
12 are appropriate so long as they are not the result of imprudence by the utility.

13 Q. HAS THE COMPANY PREVIOUSLY REQUESTED THAT THE

14 COMMISSION APPROVE CHANGES TO THE CAPITAL COST

15 SCHEDULE OF THE PROJECT?

16 A,

17

18

19

20

21

Yes. The Company has requested approval to revise the capital cost

schedule on three prior occasions, in Docket Nos. 2009-293-E, 2010-376-E, and

2012-203-E. In each instance, the Commission approved the requested change

and determined that the adjustments were reasonable and prudent. Exhibit No.

(CLW-4) summarizes the original capital cost approved in Order No. 2009-

104(A), each of the three subsequent capital cost schedule changes, and the change
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1 requested in this proceeding broken down according to the nine cost categories

recognized in the Commission's BLRA orders.

3 Q. PLEASE DESCRIBE HOW YOU WILL DISCUSS THE ADJUSTMENTS

4 TO THE CAPITAL COST SCHEDULE SCE/cG SEEKS APPROVAL TO

5 MAKE IN THIS PROCEEDING.

6 A. My testimony will address each of the adjustments the Company proposes

10

12

13

14

to make in this proceeding. As shown in Chart A, below, these changes, which

revise, modify, and update the schedules that were approved in Order No. 2009-

104(A) and updated in Order Nos. 2010-12, 2011-345, and 2012-884, reflect an

increase to the Total Base Project Cost in 2007 dollars of approximately $698

million. After accounting for escalation rates updated as of July 2014 and

Allowance for Funds Used During Construction ("AFUDC"), as provided for in

Order No. 2009-104(A), the gross construction cost of the Units is projected to

increase approximately $ 1.07 billion.

15

16

17 [CHART A IS ON THE FOLLOWING PAGE]

18

19

20

21

22
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Chart A

Updated EPC Contract Cost
1 Delay and Other EAC Cost
2 Delay Cost
3 Revised Productivity and Labor Ratios
4 Additional Time and Materials Scope of Work
5 Total Delay and Other EAC Cost
6 Liquidated Damages
7 Total Delay and Other EAC Cost (net of Liquidated Damages)
8 Changes to the EAC Cost Due to Design Finalization
9 Changes in EPC Cost Due to Change Orders
10 Switchyard Cost Reallocation
11 Total EPC Cost

228,138
154,779
27,411

410828
(85,525)
324,803

71,899
56,540

(107)
453,136

Owners Cost Revisions Associated with Delay
12 Owner's Labor Cost Revisions Associated with Delay
13 Owner's Risk Insurance and Workers Compensation Insurance
14 Additional Information Technology ("IT") Cost Associated with

Delay
15 Facilines Cost Increases Associated with Delay
16 Other Owner's Cost Associated with Delay
17 Total Owner's Cost Associated with Delay

Owner's Cost Increases Not Associated with Delay
18 Additional NND Staff
19 NRCFees
20 OtherITCost
21 Other Owner's Cost Not Associated with Delay
22 Total Owner's Cost Not Associated with Delay

Total Base Project Cost (2007 $)

Change in Project Escalation
Change in AFUDC

Gross Construction Cost (Current $)

Note: Totals ma not add due to roundin

125479
30,101

6,504

6,071
46,351

214I307

7,535
7,094
3,309

12,851
30&789

698~3

332,042
42,075

1&072350
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1 Q. WHAT IS THK EFFECT OF THESE PROPOSED MODIFICATIONS AND

2 UPDATES?

3 A. These modifications and updates increase the approved Total Base Project

Cost for the Units in 2007 dollars flom $4.5 billion as approved in Order No.

5 2012-884 to $5.2 billion.'he effect of these modifications and updates on the

6 nine cost categories recognized in the Commission's BLRA orders and the

7 categories and subcategories of the previously described cost adjustments is

8 reflected in Exhibit Nos. (CLW-4) and (CLW-5). As shown in Exhibit No.

9 (CLW-1), these modifications and updates, along with changes in escalation

10 rates and AFUDC, increase the gross construction cost of the Units from $5.$

11 billion, as projected in the financial schedules that were approved in Order No.

12 2012-8$4, to $6.8 billion in current dollars.

13 1 would note that these projections do not include any unidentified or un-

14 itemized Owner's contingency funds. The current projecfions also reflect current

15 forecasts of escalation impacts which the Company will update quarterly as

16 required by Order No. 2009-104(A).

17 Q. WHY IS THE CAPITAL COST OF THE PROJECT AFFECTED BY

1$ CHANGES IN THE ESCALATION RATES?

19 A. As discussed by Company witnesses in Docket No. 2008-196-E and

20 subsequent update proceedings, the cost for the project is broken down into nine

'nless otherwise specified, all cost figures in this testimony are stated in 2007 dollars
snd reflect SCE&G's share of the cost of the Units.
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1 cost categories. Certain cost categories are escalated using the Handy-Whitman

2 South Atlantic Region All Steam Generation Plant Index, All Steam & Nuclear

3 Generation Plant Index, and Total Transmission Plant Index. The Commission

4 recognized in Order No. 2009-104(A) that these inflation indices are well-

5 recognized and commonly used in the utility indusny to estimate the cost of

6 constructing facilities and approved their use to determine the escalation amount

7 relative to specific cost categories. In accordance with Order No. 2009-104(A),

8 the Company updates these rates as required in its quarterly updates. Exhibit No.

9 (CLW-3) reflects the most current Handy-Whitman inflation indices available

10 at the time the Company filed its Petition in this proceeding. These indices are

referenced in the July 2014 update.

I. UPDATED EPC CONTRACT COS

13 Q. PLEASE ITEMIZE THE UPDATE RELATED TO THE EPC CONTRACT.

14 A.

15

16

17

18

19

20

21

22

The Revised Cash Flow Forecast that Westinghouse Electric Company

("WEC") and Chicago Bridge and Iron ("CB&I„" and together with WEC,

"WEC/CB&I") provided to SCE&G indicates that the Estimated at Completion

("EAC") cost for the project has increased. The revisions to the EAC cost are in

the EPC Contract categories of Target and Time and Materials cost. For these

categories, WEC/CB&I invoices SCL&G for its actual cost plus contractually

determined overhead and margins under the terms of the EPC Contract. However,

the Company has recently informed WEC/CB&I that, under its interpretation of

the EPC Contract, properly invoiced but disputed amounts are subject to partial
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1 payment of 90% of properly invoiced amounts until such disputes have been

2 resolved.

3 Q. WHAT IS DRIVING THE MODIFICATIONS AND UPDATES TO THE

4 EPC CONTRACT COST?

5 A.

10

12

13

14

15

17

18

19

20

21

22

As Mr. Byme and Mr. Jones discuss in more detail, WEC/CBdti informed

SCAG that the substantial completion dates of Units 2 and 3 ("Substantial

Completion Dates") will be delayed by 27 and 25 months, respectively &om the

currently approved schedule. As a result of the delay, WEC/CB8ti revised its

forecast of the EAC cost to reflect the additional labor and related cost that it

contends SCE8rG is obligated to pay and that it asserts are necessary to maintain

the updated construction schedule. In addition, the forecast reflects the cost

associated with reduced productivity and increased staffing ratios for the project.

WEC also projects that the EAC cost will increase due to the cost associated with

additional Time and Materials scopes of work that WEC forecasts will be

necessary to staft'he start-up of the Units and to provide for the processing of

License Amendment Requests ("LARs") to support construction. The cost

forecast also includes increased labor and non-labor costs for installing additional

commodities required by design finalization changes.

SCE8tG also negotiated change orders to the EPC Contract to address new

and updated scopes of work that have been identified as necessary for the project.

Further, SCE&G's share of the EPC Contract cost has been decreased to reflect a

cost savings resulting Irom the reallocation of Switchyard cost between SCEg:G

10
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1 and Santee Cooper and to reflect the recovery of approximately $86 million in

2 liquidated damages payable under the EPC Contract as a result of the delay

3 experienced in the project.

4 Q. HAVE YOU DEVELOPED AN EXHIBIT DEMONSTRATING THK

5 IMPACT OF EACH OF THESE ADJUSTMENTS?

6 A. Yes. Exhibit No. (CLW-5) shows how the updated EPC Contract cost is

7 allocated among the EPC Contract cost categories. These changes represent a

8 total cost adjustment of $453.1 million, or approximately 65% of the total change

9 in the capital cost schedule. See also Line 11 of Chart A.

10 A. Delay and Other EAC Cost

11 Q. WHY WILL THE DELAY INCREASE THE FORECASTED AMOUNT OF

12 LABOR AND RELATED COST NEEDED TO COMPLETE THE

13 PROJECT?

14 A. As discussed in more detail by Mr. Jones, WEC/CBJti projects that the

15 delay in the construction schedule of the Units will require it to employ workers

16 for longer than originally projected to accomplish previously-idenflified scopes of

17 work. As a result, WEC/CBkI included in its cost forecast the additional labor

18 cost associated with the extended employment of these workers.

19 Q. DID WEC/CB4kI REVISE THE COST FORECAST TO REFLECT

20 DECREASED PRODUC~ AND INCREASED STAFFING?

21 A. Yes. Mr. Byme and Mr. Jones explain that the productivity factors realized

22 on the project to date are less favorable than those originally projected by

11
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1 WEC/CB&I. In updating the EAC cost, WEC/CB&I took into account the

2 decreased productivity experienced on the project and revised the forecasted

3 productivity factors for the remainder of the project. These revised and less

4 favorable productivity factors reflect that additional Direct Craft Labor will be

5 required to accomplish previously-identified scopes of work and have the effect of

6 increasing the project cost from those originally forecasted.

As part of the EAC cost forecast, WEC/CB&I also increased the ratio of

8 Indirect Craft Labor to Direct Craft Labor snd the ratio of Field Non-manual

9 Labor to Direct Craft Labor for the project, and the cost associated with both

10 categories of labor cost.

11 Q. WHAT OTHER FACTORS AFFECT THE EAC COST FORECAST?

12 A. WEC further estimates that additional Time and Materials scopes of work

13 will be necessary to staff the start-up of the Units and to provide for the processing

14 of LARs to support construction. Due to a number of design changes by

15 WEC/CB&I, the number of LARs required during the construction process is

16 greater than originally projected and WEC updated the EAC cost to reflect the

17 additional cost resulting fiom these expanded scopes ofwork.

18 Q. HOW DID WEC/CB&I DEVELOP THE UPDATED EAC COST

19 FORECAST?

20 A. The revised EAC cost forecast was developed by WEC/CB&I over a

21

22

several month period in parallel with the development of the revised fully

integrated project schedule. WEC/CB&I focused on identifying projected

12
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modifications and updates in cost and then adding to, or subtracting from, the base

cost estimate.

As part of this analysis, WEC/CB&I prepared cost estimates for remaining

Target Price and Time and Materials scopes of work in the categories of Direct

Craft Labor, Indirect Craft Labor, Subcontracts, Field Non-manual Labor, and

Other Distributable cost. In particular, the cost estimates examined how these

scopes of work were impacted by various identified changes including design of

10

13

14

the units, material quantities, staffing requirements, craft productivity, schedule

changes, statutory, and regulatory requirements. These estimates also were based

on the trends experienced over the first years of the project, with an emphasis

placed on the last two years, when the work shifted fi.om mostly site preparation to

mostly vertical construction. WEC/CB&I then combined the identified cost

impacts with the current project budget to create a new EAC cost, which was

provided to SCE&G in the third quarter of 2014.

15 Q. WHAT STEPS DID SCAG TAKE TO VERIFY WHETHER THE

16

17 A.

18

19

20

21

UPDATED EAC COST PROVIDED BY WEC/CB&I IS REASONABLE?

Upon receipt of the updated EAC cost from WEC/CB&I, SCE&G

assembled a review team consisting of personnel from its Construction and

Business and Finance Departments of NND to conduct a detailed review of the

updated EAC cost forecast. Over a period of approximately two months, this team

reviewed the information provided and conducted a detailed review of the revised

13
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10

12

13

15

16

forecasts. This effort focused on understanding the sources of the EAC cost and

determining the reason for the cost impacts.

The method used to review the updated EAC cost forecast was a

combination of requesting and reviewing back-up information lrom WEC/CB&I,

interviewing WEC/CB&I team members, who provided oral responses to our cost-

related interpretations, and having SCE&G subject matter experts review and

analyze WEC/CB&I's forecasts. Where costs were based on commodity take-

offs, WEC used the assumed direct and indirect labor factors as provided in the

supporting documents. Where the estimate for certain cost elements were based

on specific Field Non-manual staffing plans, SCE&G verified the cost esdmate

was supported by the staffing plan. SCE&G also convened a number of panels of

experts in particular subject matter areas, such as testing or licensing, to review

these aspects of the proposed cost. Through this intensive review process,

SCE&G gathered information on the methodology used by WEC/CB&I to

estimate the cost.

Through the discussions with the WEC/CB&I EAC team and based upon

SCE&G's review and analysis of the information provided and representations

18

19

20

21

22

made to the Company by WEC/CB&I, SCE&G approved for filing under the

BLRA the EAC cost as a reasonable and prudent estimate of the Target Price and

Time and Materials price for completion of the project. Notwithstanding this

approval, the Company has not waived and has specifically reserved all of its

rights under the EPC Contract and otherwise to assert that WEC/CB&I is

14



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
612

of739

616

1 responsible for the delay and associated cost increases and are liable to SCE&G

2 for all resulting costs and damages.

3 Q. ARE THERE CATEGORIES WITHIN THE UPDATED COST FOR

4 WHICH SCE&G IS RESPONSIBLE TO PAY?

5 A. Yes. The review team separated the updated cost forecast into the general

6 categories of (1) Change Orders; (2) EAC Entitled Quantity Increases; (3) EAC

7 Delay Cost; (4) EAC Performance Factors; and (5) WEC Other, consisting of

8 Time and Material and start-up cost. Of these, the review team concluded that the

9 Company was only responsible for those cost increases resulting Irom Change

10 Orders and Entitled Quantity Increases. The review team further concluded that

11 SCE&G should dispute WEC/CB&I's contention that the Company is responsible
(

12 for the cost increases resulting from the other categories.

13 Q. WHY DOES SCE&G DISPUTE THE INCREASED COST CATEGORIES

14 RELATED TO DELAY COST, PERFORMANCE FACTORS, AND WEC

15 OTHER?

16 A. As further discussed by Mr. Byrne and Mr. Jones, the cost increases in

17

18

19

20

21

22

these categories are primarily attributable to the delay caused by the inability of

the module fabrication facility in Lake Charles, Louisiana, to produce submodules

for the project in a timely fashion. WEC/CB&I also has not met the overall

productivity factors on which its original cost estimates were based and has

increased its labor productivity factors resulting in increased Direct Craft Labor

cost for the Project. Design changes by WEC also have increased the anticipated

15
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1 number of LARs required during the construction process, and WEC projects that

2 additional licensing support will be necessary to process these LARs. Finally,

3 WEC has proposed to increase the ratio of Indirect Craft Labor to Direct Craft

4 Labor and the ratio of Field Non-manual Labor to Direct Craft Labor. SCE&G

5 asserts that WEC/CB8ci is contractually responsible for these issues and the

6 resulting increases in the Delay and Other EAC cost. WEC/CB&IkI has not

7 accepted responsibility for any part of the Company's claim and, as further

8 discussed by Mr. Byme, the parties are in negotiations concerning the obligations

9 to pay for this increased cost.

10 Q. IF SCE&G DISPUTES THAT IT IS OBLIGATED TO PAY FOR THIS

11 ADDITIONAL COST& WHY IS IT SEEKING COMMISSION APPROVAL

12 OF THE UPDATED SCHEDULES AT THIS TIME?

13 A.

14

15

16

18

19

20

21

22

SCE&G contends that it is not required to pay for this increased cost and

intends to dispute properly invoiced amounts that reflect additional cost resulting

Irom the delay. However, WEC/CB&I has taken the position that this increased

cost is recoverable under the EPC Contract and that it has the right to cease work

and treat the project as if it had been suspended at SCE&G's request, if properly

invoiced amounts are not paid by the Company. Under these circumstances, the

project could be delayed indefinitely while SCE&G and WEC/CBSrl attempted to

resolve the dispute through negotiation or litigation. Further delays likely would

substantially increase the final cost of the Units due to increased escalation cost

and carrying cost on the amounts spent to date. Moreover, SCE&G will be

16
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a projected benefit of
1 eligible for $2.2 billion in Federal Production Tax Credits if the Units are in

2 commercial service by December 31, 2020. When earned, these tax credits will

3 result in a positive benefit for our customers through reduced total rates. Further

4 delaying the Units, and in particular Unit 3, could imperil SCE&G's ability to

5 claim these credits.

SCE&G does not currently believe that refusing to make any payment on

7 properly invoiced amounts is reasonable or prudent. WEC/CBkI contends that in

8 such cases, the terms of the EPC Agreement require payment of 90% of a disputed

9 invoice. In order to protect SCEkG's position without further delaying

10 construction of the Units, the Company has advised WEC/CB&I that it will pay

11 90% of the properly invoiced disputed amounts, reserving its rights to contend that
l

12 no such payments are in fact due and to pursue claims for disputed sums. This

13 process will enable the project to continue while SCE&G and WEC/CB&I attempt

14 to negotiate or otherwise reach a resolution of these issues.

15 Q. IF SCE&G ULTIMATELY IS SUCCESSFUL IN DISPUTING THESE

16 CHARGES, HOW WILL IT ACCOUNT FOR THE PAYMENTS MADE TO

17 WKC/CB&I?

18 A. Customers will receive the full benefit of any resolution of these disputed

19

20

21

22

amounts. The EPC Contract provides that SCE&G has the right to recoup any

payments made on disputed amounts if the dispute is resolved in SCEkG's favor.

Any amounts paid to WEC/CB&I that are recovered by SCE&G through

negotiation or litigation will reduce the capital cost of the project on a permanent

17
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1 basis. During the construction period, those amounts would reduce the financing

2 cost to be charged to customers. As a result, any reduction will result in lower

3 revised rates requested in future revised rates proceedings.

4 Q. IS SCE&G PROPOSING ANY OTHER ADJUSTMENTS TO THE

5 UPDATED COST RESULTING FROM THE DELAY?

6 A, Yes. Article 13 of the approved EPC Contract specifies that WEC/CB&I

7 will be responsible for liquidated damages if there is a delay in the Substantial

8 Completion Date for either unit. Because of the delay experienced in the project

9 to date, SCE&G is confident that it will recover from WEC/CB&I the full amount

10 of liquidated damages payable under the EPC Contract, which totals

11 approximately $86 million (see Line No. 6 of Chart A). The Company has netted

12 this amount against the Delay and Other EAC cost for purposes of this filing.

13 Q. BASED ON SCE&G'S PROPOSED ADJUSTMENTS, WHAT IS THE

14 TOTAL INCREASE TO THE EPC COST CAUSED BY THE DELAY AND

15 OTHER EAC COST IN THE PROJECT?

16 A. After adjusting WEC/CB&I's updated forecast to reflect SCE&G's

17

18

19

20

21

intention to pay only 90% of properly invoiced disputed amounts, the Company

projects that the delay and other EAC cost will result in additional EAC cost of

approximately $411 million (see Line No. 5 of Chart A). SCE&G has further

adjusted this amount to reflect its anticipated recovery of the approximately $86

million in liquidated damages (see Line No. 6 of Chart A). The combined effect

of these adjustments reflects increased EPC Contract cost of approximately $325

18
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million (see Line No. 7 of Chart A), or 47% of the total change in the capital cost

schedule.

B. Changes to the EAC Cost Due to Design Finalization

4 Q. WHAT ARE THE MODIFICATIONS AND UPDATES RELATED TO

6 A.

10

11

(
12

13

14

15

16

CHANGES IN THE DESIGN FINALIZATION OF THE PROJECT?

As previously mentioned, WEC/CB&I continues to finalize the issued-for

construction design documents for the project and update its projections of the

amount of commodities that must be installed to complete the project. Under the

Fixed and Firm pricing components of the EPC Contract, WEC/CB&I is

responsible for the cost of the additional commodities themselves. These

commodities include concrete, structural steel, re-bar, electrical cable, pipe, and

other construction materials identified in the design finalization process.

However, SCE&G is responsible for the Actual Craft Wages and Non-Labor Cost

associated with performing the work of installing these additional commodities.

As well, this cost includes the impact of additional labor cost resulting fiom the

implementation of design changes in the Containment VesseL

17 Q. HOW WILL THIS ADDITIONAL COST BE DETERMINED?

18 A.

19

20

21

22

As the detailed final design of the standard plant is completed, detailed

quantity "take offs" are prepared for ordering materials and developing work

package instructions. The new quantities are compared to original estimated

quantities which were based on prior design information. Any differences

between the original estimate and new quantities will result in cost impacts when

19
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1 compared to the original estimate. The Direct Craft Labor cost for installing the

2 material is included in the EPC Contract Target price and is billed to SCE&G.

3 Q. DID SCE&G DETERMINE WHETHER WEC/CB&PS REVISED

4 ESTIMATE WAS REASONABLE?

5 A. Yes. The review team analyzed this increased cost as part of the process I

6 previously described and approved for filing under the BLRA this EAC cost as a

7 reasonable and prudent estimate of the Target price and Time and Materials price

8 for completion of the project. However, the Company has not waived and has

9 specifiicaliy reserved all of its rights under the EPC Contract and otherwise.

10 Q. WHAT EFFECT WILL THE UPDATED PROJECTIONS RELATED TO

11 DESIGN FINALIZATION HAVE ON THE EAC COST?

12 A. As a result of the continuing efforts to finalize the design, SCE&G has

13 determined that EAC cost will increase by approximately $72 million (see Line

14 No. 8 of Chart A), or approximately 10% of the total change in the capital cost

15 schedule.

16 C. Changes in EPC Cost Due to Change Orders

17 Q. PLEASE EXPLAIN THE COST MODIFICATIONS AND UPDATES

18 RELATED TO THE CHANGE ORDERS.

19 A. SCE&G has identified 10 change orders and related matters under the EPC

20

21

22

Contract that will result in cost modifications. These change orders result in a

total modification and update to the EPC Contract cost of $56.5 million (see Line

No. 9 of Chart A), or approximately 8% of the total request. Mr. Jones testifies in

20
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greater detail as to the reasonableness and prudency of the cost reflected in these

change orders.

D. Switchyard Cost Re-Allocation

4 Q. PLEASE EXPLAIN THE MODIFICATIONS AND UPDATES TO THE

6 A.

10

ll
(

12

13

14

15

16

17

20

21

22

ALLOCATION OF SWITCHYARD COST.

As I testified in Docket No. 2010-376-E, SCE&G originally projected that

the Units'oint-owner, Santee Cooper, would pay a 45% share of the EPC

Contract cost associated with the entire scope of work for the Units 2 and 3

Switchyard. Subsequently, the parties determined that some of the cost included

in that scope of work benefited one party to the project more than the project in

general related to how the Switchyard supports construction of new transmission

lines for each company's transmission system. SCE&G and Santee Cooper agreed

to conduct a comprehensive review of the Switchyard design and to modify and

update the allocation amount in order to allocate these transmission assets based

on how intensively each party would use these assets. In Order No. 2011-345, the

Commission approved a projection of the impact of the revised allocation,

including estimated de-escalation rates. These engineering studies were recently

completed and SCE&G and Santee Cooper have determined the actual amount of

cost to be allocated based upon their respective use of the facilities. As a result,

SCE&G has modified and updated the initial projections to reflect the current cost

projections and each party's actual use of the Switchyard by decreasing the

allocation of Switchyard cost to SCE&G by $ 107,000 as reflected on Line 10 of

21



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
619

of739

623

1 Chart A. This revision also assigns the cost to the proper BLRA category in which

2 they were paid.

3 II. OWNER'S COST REVISIONS ASSOCIATED WITH DELAY

4 Q. PLEASE EXPLAIN ITEMS 12 THROUGH 16 SHOWN ON CHART A

5 RELATED TO OWNER'S COST REVISIONS ASSOCIATED WITH

6 DELAY.

7 A, Line Nos. 12-16 on Chart A show the modifications and updates to

8 Owner's cost forecasts as a result of the effect of the new WEC/CBAI revised

9 Substantial Completion Dates. The Exhibit shows that the total amount of

10 Owner's cost modifications and updates associated with the delay is $214.3

11 million (see Line No. 17 of Chart A), or approximately 31% of the total request.

12 Q. AS A MATTER OF BACKGROUND, WHAT TYPES OF EXPENSES ARE

13 INCLUDED IN OWNER'S COST?

14 A. Owner's cost includes the cost SCAG will incur related to overseeing the

15

16

17

18

19

20

21

22

construction project; recruiting, hiring and training staff for the Units; quality

assurance and quality control; IT cost; preparing written operating procedures for

all aspects of Unit operations, maintenance, safety and security; accepting, testing

and maintaining the systems and components of the Units as they are completed

and tumed over to SCAG pending completion of each Unit as a whole; obtaining

licenses and permits for the project; regulatory cost such as NRC fees; start-up

testing of the Units as they are completed; and providing the materials and

supplies needed for maintenance of plant systems up to the date of commercial

22
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1 operations. Owner's cost also includes a number of construction-related items

such as workers'ompensation insurance for all contractors and subcontractors,

builder's risk insurance, and transportation risk insurance; payment of

miscellaneous taxes including sales taxes; and certain preconstruction cost.

5 Q. PLEASE EXPLAIN WHY SCE&G IS PROPOSING TO MODIFY AND

7 A.

UPDATE THE OWNER'S COST FORECASTS IN THIS PROCEEDING.

SCE&G has determined that it will incur additional cost related to the

delay, SCE&G also has continued to review, refine, modify, and update the

10

13

14

15

16

17

18

19

20

Owner's cost projecfions. SCE&G has carefully done so based on operating

experience with the project, and ongoing analyses of the personnel and facilities

needed to safely and efflciently construct and operate the Units. As a result,

SCE&G has modified and updated the projections of Owner's cost as shown in

Exhibit No, (CLW-6) representing the increased delay and non-delay cost for

the NND and non-NND cost centers orlputized by functional area that SCE&G

anticipates will charge cost to the project. These modified and updated Owner's

cost projections are also shown in Exhibit No. (CLW-7) reflecting the labor and

non-labor cost increases for the NND and non-NND cost centers. These Exhibits

reflect a cost-center by cost-center analysis of the effect of WEC/CB&I's revised

Substantial Completion Dates for the Units and SCE&G's actual experience in

managing this project since 2008.

23
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1 Q. HOW DID SCE&G PREPARE THE OWNER'S COST BUDGET?

2 A. SCE&G developed the Owner's Cost forecast at a 100% level, inclusive of

3 Santee Cooper's percentage to support the day-to-day management of the project,

4 and then identified its share of Owner's Cost. The Company also identified the

5 cost that is not shared with Santee Cooper in developing the budget reported for

6 purposes of the BLRA. At the department level, SCE&G created budgets for all

7 cost centers that provide support for the construction and future operation of the

8 Units. These budgets were broken down by month for the current year and

9 annually thereafter until the end of the project and were established at the resource

10 code level, which is SCE&G's accounting code that identifies the nature of the

11 cost.

12 Mr. Jones testifies to the process by which the NND staffing budgets have

13 been updated since 2012 in order to develop the budgets presented in this

14 proceeding. I support his conclusions and am sponsoring the revisions to the other

15 aspects of Owner's cost which are set forth on the modified and updated budget as

16 shown in Exhibit No. (CLW-6). These changes are based on the annual, cost-

17 center by cost-center review of the budget for the project, which is described in

18 my testimony in Docket Nos. 2010-376-E and 2012-203-E.

19 Q. IN PREPARING THE CURRENT OWNER'S COST BUDGET, HOW DID

20

21

YOU OBTAIN BUDGET INFORMATION FROM AREAS OTHER THAN

NND?

24
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1 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

As indicated in prior testimony, SCE&G requires all cost centers outside of

NND to assign time and cost directly to the project based on time sheets and

invoices for actual work performed. These cost centers include such groups as

SCANA Audit Services, Legal, Environmental, Risk Management and Insurance,

Facilities Management, and multiple groups within current Nuclear Operaffons

such as Unit 1 Health Physics that may assist on an as-needed basis in creating

staffing plans and writing operating procedures for parts of Unit 2 and 3

operations.

All cost centers that anticipate providing direct support to the project must

provide detailed budgets for their activities through June 2020 and update the

budgets annually. These budgets are typically based on a review of the past

amount of assistance provided by the outside group to NND adjusted to reflect any

anomalies and to take into account an estimate of how needs for assistance are

likely to evolve in the future. My group then carefully reviews these budgets

against past actual experience and our understanding of the future needs of the

project. We seek adjustments to them where we disagree with the assumptions or

results. Bear in mind, these are budgets and we review what is charged to ensure

that nothing is billed to the project except the cost of necessary assistance actually

provided. However, we are also vigilant to ensure that these non-NND cost center

cost forecasts are reasonable and necessaty in all respects.

We are equally vigilant as to actual cost billed to the project. The NND

teams review these charges each month to ensure that they are accurate, necessary

25
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1 and appropriate. Our joint-owner, Santee Cooper, has an equal interest in making

2 sure that all charges are appropriate and reviews these charges independently on a

3 monthly basis.

As to the budgets being presented here, I have reviewed them in detail and

5 am very familiar with them through my role in the internal review and approval

6 process and the financial administration of the project month to month. It is my

7 conclusion that they reflect reasonable, necessary, and prudent project cost based

8 upon the information currently available to SCE&G.

9 Q. WHAT STEPS DOES THE COMPANY TAKE TO ENSURE THAT NO

10 COST RELATED TO THE OPERATION OF UNIT I IS BILLED TO THE

11 PROJECT?

12 A. In some instances, Unit 1 employees who have specific expertise spend

13 time on the project, and the Company records the associated labor cost as a direct

14 cost related to the construction of Units 2 and 3, As well, some cost may be

15 shared between the Units in order to increase efficiencies and economies of scale,

16 with the cost being allocated to each Unit based upon their derived benefit Irom

17 the expenses. In all other instances, SCE&G separately accounts for the cost to

18 operate Unit 1 and ensures that this cost is not recorded as a cost of the project.

19 Q. WHAT IS THE BACK-UP MATERIAL FOR THIS BUDGET?

20 A. In the backup material for Exhibit Nos. (CLW-6) and (CLW-7), the

21 cost is broken down by summary resource codes for each of the 100 NND and

non-NND cost centers that underlie the summary NND budget documents. For

26
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1 each of the entries in that budget, there is a separate set of schedules that breaks

2 this summarized cost down month-by-month &om project inception to date and

3 year-by-year for the period of 2015 to 2020. Each cost center manager has

4 developed a budget based on his or her professional assessment of the future needs

5 of the project and experience. These budgets are supported by staffing and

6 training plans, current corporate salary structures, outside services budgets, and

7 other cost center specific budget documents as available. These detailed cost

8 center budgets roll up and support the overall budget set forth here.

9 Q. WHO CAN REVIEW THIS BACK-UP INFORMATION SUPPORTING

10 THE CURRENT BUDGET?

11 A. SCE&G is making the above-mentioned detailed cost center budgets and(.,'2
supporting documentation information available to the South Carolina Office of

13 Regulatory Staff. Because of the commercially sensitive nature of much of this

14 information, and because in some cases this information contains data about

15 individual employees'alaries, the Company is asking parties to sign

16 confidentiality agreements if they wish to inspect and review this data at the

17 construction site.

18 A. Owner's Labor Cost Revisions Associated with Delay

19 Q. WHAT IMPACT HAS THE DELAY HAD ON OWNER'S LABOR COST?

20 A.

21

22

In his testimony, Mr. Jones discusses the impact of the delay on the

Owner's labor cost relating to the responsibilities of the NND team. These

responsibilities include SCE&G's obligations to oversee construction,
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1 engineering, and quality assurance/quality control ("QA/QC") both on site and at

2 suppliers'ocations worldwide; train and license all personnel required for Unit

3 operations; audit invoices fiom WEC/CB&I and other suppliers and resolve

4 contractual and payment disputes with WEC/CB&I; and oversee and account for

5 all commercial aspects of the project and operate and maintain the Units when in

6 service. He also testifies to the reasonableness and prudency of these revised

7 plans and the resulting adjustments to the cost forecasts for the project. These

8 modified and updated plans and forecasts reflect that the delay will increase the

9 Owner's labor cost by approximately $ 125.3 million (see Line No. 12 of Chart A),

10 or approximately 18% of the total request in this proceeding. I am familiar with

11 these plans and cost forecasts and support his conclusion that this is a prudent and

12 reasonable cost of the project.

13 B. Owner's Risk Insurance and Workers'ompensation Insurance

14 Q. PLEASE EXPLAIN THE COST DRIVERS FOR THE INCREASE IN

15 OWNER'S RISK INSURANCE AND WORKERS'OMPENSATION

16 INSURANCE COST.

17 A.

19

20

21

22

All of the Project insurance programs are required in Phase II of the EPC,

These insurance programs include Builder's Risk insurance, an owner controlled

insurance program ("OCIP"), and Cargo insurance. The existing insurance

programs were negotiated and bound utilizing the original construction timeline,

including the 18-month contingency period allowed under the BLRA. All of the

project insurance policies will expire prior to the revised project completion date.
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1 This will require the Owner to either seek an extension of the current policies,

2 pending current insurer agreement, or return to the insurance marketplace for

3 search and procurement of new insurance coverage. The Owner is having on-

4 going discussions with all of the project insurers about extending the current

5 policy terms and while insurers continue to be receptive, they are unable to

6 commit to an extension at this time. Furthermore, the delay results in additional

7 exposure to Builder's Risk damage claims as well as worker injuries and the

8 workers'ompensation claims to provide medical care for these workers. SCE&G

9 forecasts that extending the project will result in an increase in Owner's cost of

10 approximately $30.1 million (see Line No. 13 of Chart A), or approximately 4.3%

11 of the total change in the capital cost schedule.

( i 12 Q. %HAT STEPS HAS SCE&G TAKEN TO MINIMIZE THESE COST

13 INCREASES?

14 A. The Owner has worked diligently with WEC/CB&I and the project insurers

15

17

18

19

20

21

to manage the insurance programs as efticiently as possible to maximize value and

minimize risk for the project stakeholders. Since the insurance program inception,

the project has never been rated below "Excellent" by the insurer Loss Control

team. The project continues to strive to provide a safe work environment for the

workers and this increased focus on worker safety has resulted in fewer than

projected workers'ompensation claims. This better than projected claim

experience to date has resulted in a reduction in the program collateral
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1 requirements at each successive year's renewal. If this positive claims experience

2 continues, SCE&G believes this will result in an extension of the existing policy.

C. Additional IT Cost Associated with Delay

4 Q. WHAT ADDITIONAL INFORMATION TECHNOLOGY COST IS

5 ASSOCIATED WITH THE DELAY?

6 A. SCE&G forecasts that extending the schedule of the project will increase

7 the Owner's cost associated with providing IT in&astructure, including licenses,

8 hardware, and software cost. The effect of this adjustment increases the Owner's

9 cost by approximately $6.5 million (see Line No. 14 ofChart A), or approximately

10 1% of the total request.

11 Q. WHAT IS THE BASIS FOR THIS ADDITIONAL COST?

12 A. As further discussed by Mr. Jones, SCE&G is obligated to supply certain

13 software and other IT resources required to support operational readiness and the

14 work of the NND team during the construction. Extending the project schedule

15 will increase the cost of IT support for the project because software licenses and

16 maintenance fees, equipment maintenance cost, and other IT support cost must be

17 paid for longer periods of time.

lg Q. WHAT PROCESS DID THE COMPANY USE TO FORECAST THIS

19 ADDITIONAL COST?

20 A. SCE&G forecasted the additional IT cost resulting irom the delay by

21 identifying the difference in cost that will occur between the previously approved

commercial operation dates and the newly proposed commercial operation dates.
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1 Included in this additional cost includes sofbvare and equipment maintenance,

2 software upgrades and IT support cost. Software and equipinent maintenance cost

3 classified as IT cost resulting ftom the delay were forecasted based on an

4 extension of the yearly maintenance contracts associated with those pieces of

5 software/equipment. Software upgrades classified as IT cost resulting from the

6 delay were forecasted based on known required yearly updates to software that

7 will be needed during that time frame. IT support cost classified as IT cost

8 resulting from the delay were forecasted based on the IT level of support/oversight

9 of software programs needed during that time fiame.

10 D. Facilities Cost Increases Associated with Delay

11 Q. PLEASE EXPLAIN HOW THE DELAY HAS AFFECTED OWNER'S

( 'I

12 COST RELATED TO FACILITIES.

13 A.

14

15

16

17

18

19

20

21

22

Pursuant to the terms of the approved EPC Contract, SCE&G is responsible

for the warehouse and storage space for inaterials and equipment necessary to

operate the Units. The Coinpany also is required to pay for the office space and

related support facilities for its NND team personnel while they are on site.

Because of the delay in the project schedule, it will be necessary for the

construction and operational readiness teams to perform certain scopes of work

simultaneously. Therefore, additional facilities will be required to provide the

teams with sufficient space to complete their respective scopes of work. In

addition, the maintenance, upkeep, and other costs of office space and related

support facilities will have to be borne by the project for a longer period of time.
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1 Due to the delay in the Substantial Completion Dates, SCE&G forecasts that

2 additional facilities and facilities cost will increase Owner's cost by $6.1 million

3 (see Line No. 15 of Chart A), or approximately 1% of the total change in the

4 capital cost schedule.

E. Other Owner's Cost Associated with Delay

6 Q. WHAT OTHER OWNER'S COST WILL BE AFFECTED BY THE

7 DELAY?

8 A. Extending the duration of the project also will increase Owner's cost across

9 a broad range of cost centers related to technical, administrative, and other support

10 for the project as well as increasing non-labor cost associated with NND cost

11 centers. For example, the delay will increase the labor cost for Construction

12 Oversight Contractors; the atnount of sales tax paid to the South Carolina

13 Department of Revenue; and fees paid to the Institute of Nuclear Power

14 Operations and the AP 1000 Users Group ("APOG"). These cost centers also

15 include SCANA and SCE&G's direct costs in supporting the project for such

16 services as Licensing, Construction, Engineering, and Maintenance. The basis for

17 this adjustment and process used by the Company to develop and determine the

18 increased cost are the same as I have previously described.

19 Q. WHAT IS THE EFFECT OF THESE INCREASES?

20 A. The cumulative effect of these increases is forecasted to total $46.4 million

21

22

(see Line No. 16 of Chart A), or approximately 7% of the total change in the

capital cost schedule.
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HI. WNKR'S COST REVISI NS NOT ASSOCIATED WITH DELAY

A. Additional NND Staff

3 Q. PLEASE EXPLAIN LINK NO. 18 OF CHART A RELATED TO THE

5 A.

10

11

(
12

ADDITION OF NND STAFF.

Line No. 18 ofChart A reflects the addition of approximately 64 employees

to the Company's NND staff. Mr. Iones testifies to the reasonableness and

prudency of this change, which will increase Owner's cost by approximately $7.5

million, or approximately 1% of the total request in this proceeding. 1 am fmniliar

with this change fiom an accounting and financial standpoint and support as

reasonable and prudent the revised forecast to reflect these additional staffing

needs.

B. NRC Fees

13 Q. HAS THERE BEEN ANY MODIFICATION OR UPDATE TO THK

14

15 A.

16

18

ESTIMATED NRC FEES ASSOCIATED WITH THE PROJECT'

Yes. The NRC has revised its estimate of the fees that SCAG must pay

for NRC inspection and oversight of the project. The new estimate includes

additional expenses for pre-inspection preparation and off-site work following up

on inspections.

19 Q. WHAT IS THE BASIS FOR THIS REVISED ESTIMATE OF NRC FEES?

20 A.

21

The NRC is statutorily required to recover most of its budget authority

through fees assessed to applicants for an NRC license and to holders of NRC

licenses. Among other things, these fees are assessed to recover the full cost of
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1 reviewing applications and amendments for new licenses and approvals,

2 preapplication consultations and reviews, and project managers and resident

3 inspectors assigned to a specific plant or facility.

Initially, the NRC provided an estimate of its fees for the project, which

5 was approved by the Commission in Docket No. 2008-196-E. Recently, however,

6 the NRC informed SCE&G that the original estimate of fees only included its cost

7 for NRC personnel located on the project site and did not include the cost

8 associated with its staff members tasked with overseeing the project but who are

9 located off-site. As a result, the new NRC fee estimate will increase Owner's cost

10 for the project by $7.1 million (see Line No. 19 of Chart A), or approximately 1%

11 of the total request in this proceeding.

12 C. Other IT Cost

13 Q. PLEASE EXPLAIN HOW THE COST CATEGORY FOR OTHER "IT

14 COST" AFFECTS THE OWNER'S COST FORECAST.

15 A. SCE&G has identified additional software and other IT resources, not

16

17

18

19

20

related to the delay, that are a necessary cost of the project. Included in these IT

resources are additional cyber security resources for NND project personnel,

fatigue and stress modeling software to diagnose and monitor the condition of

equipment in the Units, and additional sofbvare to capture and monitor plant

operating data.
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1 Q. WHAT STEPS HAS SCK&G TAKEN TO MITIGATE OR AVOID

2 ADDITIONAL IT COST?

3 A. SCE&G has exercised care and diligence to mitigate or avoid additional

4 cost by negotiating long term agreements (3-5 years) to avoid the normal annual

5 increases for many fixed maintenance fee contracts. Also, the Company is using

6 the same software as Unit 1 where Unit 1 has a site license, ensuring that the cost

7 is allocated to the appropriate cost center and that there is no subsidization of cost

8 between Unit 1 operations and the project. This not only decreases license fees,

9 but also allows us to leverage existing in-house knowledge and experience for the

10 project. Similarly, SCE&G is standardizing software across all three units to

ll minimize maintenance and implementation cost, wherever possible. The

Company further established a uniform Request for Proposal and Request for

13

14

15

16

17

18

19

20

21

22

Quote process for software purchases for all three units. This enables SCE&G to

consider the requirements of all three units in making any procurement and

obtaining the best possible price. When doing so creates cost advantages, SCE&G

also is developing in-house software. Finally, SCE&G is delaying the hiring or

assignment ofpeople to ensure alignment with software implementations.

In spite of these efforts, SCE&G has determined through the same

budgeting process I previously described that additional IT cost is prudent and

necessary. The Company forecasts that the additional IT cost will add $3.3

million to Owner's cost (see Line No. 20 of Chart A), or approximately 0.5% of

the total change in the capital cost schedule.
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D. Other Owner's Cost Not Associated with Delay

2 Q. PLEASE EXPLAIN THE COST INCLUDED IN THE CATEGORY

3 "OTHER OWNER'S COST NOT ASSOCIATED WITH DELAY"?

4 A, SCE&G's forecast of Owner's cost has also increased in other areas

5 including increased facilities cost; the cost of additional contractors for oversight

6 of construction and component fabrication; increased fees for participation in

7 APOG; increased cost for updating Probabilistic Risk Assessments related to the

8 Units; the cost of maintenance equipment needed to support the project during

9 systems testing and when in operation; and other similar types of costs, As part of

10 the process of developing the Owner's cost forecast, SCE&G has determined that

11 the amount of other Owner's cost not associated with the delay is $ 12.9 million

12 (see Line No. 21 ofChart A), or approximately 2% of the total request.

13 CONCLUSION

14 Q. ARE THE UPDATES REQUESTED IN THIS PROCEEDING

15 REASONABLE AND PRUDENT?

16 A. Yes they are. I have been involved in a number of proceedings before the

17

19

20

21

Commission where I have provided expert testimony on budgetary and forecasting

matters. In my professional opinion, the modifications and updates to capital costs

requested in this proceeding are the result of the normal and expected evolution of

project cost forecasts and the current status of the construction schedule. Based

upon my training, experience, and analysis, these modifications and updates, are
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based upon reasonable and prudent forecasts and support updating the capital cost

schedule under the provisions of the BLRA.

3 Q. %HAT IS SCEdkG REQUESTING OF THE COMMISSION IN THIS

5 A.

10

11 Q.

12 A.

PROCEEDING?

The Company is requesting that the Commission approve, pursuant to S.C.

Code Ann. g 58-33-270(E), (1) the updated milestones as set forth in Mr. Byrne's

testimony and Exhibit No. (SAB-2) and (2) the modified and updated capital

cost schedule in Exhibit No. (CLW-1) as the approved schedule of capital cost

for completion of the Units, subject to adjustment for escalation and net of

AFUDC as provided for in Order No. 2009-104(A).

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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MR. WILLOUGHBY: The witnesses are avail able

for cross-examination and questions from the

Commissioners.

CHAIRMAN HALL: All right. Thank you.

MR. GUILD: Good afternoon—

CHAIRMAN HALL: Mr. Guild, we'e going to take

a short break. Five minutes, please.

10

12

13

[WHEREUPON, a recess was taken from 3:20

to 3:35 p.m.]

CHAIRMAN HALL: Thank you. Be seated.

All right. Mr. Guild, your witnesses, but

remember we need to get finished today.

[Laughter]

15

16

17

18

19

20

21

22

23

25

MR. GUILD: Thank you, Madam Chair.

CROSS EXAMINATION

BY MR. GUILD:

Q Good afternoon again, lady, gentlemen. Dr. Lynch, for

you: The company's proposed to the Commission that they

approve a 38-month-and-i8-day delay in the substantial

completion of Unit 2. In the meantime, between the

dates initially proposed for commercial operation and

that period of 38 months that is now the target, how

wi 1 1 the company generate electricity? What wi 11 be the

generation mix, in the meantime?

A [ LYNCH] Well, I suspect you 'e asking about capacity and

OL OF

PUBLIc SERVIcE CQMMIssIQN QF SQUTH CARQLINA
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how we meet our reserve margin?

Q No,

sir 

.
I' just really asking about dispatch, how

you'l produce electricity, and I guess the real point

is how much more will that electricity cost than the

electricity that would've been generated if the units

were in service at the dates originally promised?

A [LYNCH] Well, we'l generate with coal and natural gas,

you know, and purchases also, based on natural gas, as

well.

10

12

13

15

16

17

18

19

20

21

22

23

25

Q All right.

A [LYNCH] But as far as incremental cost, I don't know.

Q Do you know what the total cost is, in terms of

increased cost to consumers of delay in in-service dates

of the units that are now on the table?

A [LYNCH] No.

Q There is an increased cost, though, i sn't there?

A [LYNCH] I would think yes.

Q All right. And that cost is associated with a higher

fuel cost. You'e going to burn coal, you have to buy

the coal, As others have testified, once you incur the

capital cost of the nuclear plant, the comparative

operating costs, maintenance costs, fuel costs are

lower.

A [LYNCH] Nuclear fuel would be cheaper than coal or gas.

Q So whatever that increment in additional costs that'

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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10

12

13

15

17

18

19

20

21

22

23

25

going to borne by ratepayers, you haven't calculated

that and can't tell us what that is.
A [LYNCH] Not today, sitting here, no .

Q Now, there's a total cost of delay that's been put on

the table, from the delay of in-service for these units.

What is the cost of delay on a daily basis? For every

additional day of delay, what's the cost of that delay,

Dr. Lynch?

A [LYNCH] I don't know.

Q Could you then tell a residential customer what thei r

daily share of the cost of delay is of the dates for

putting these plants in service?

A [LYNCH] I don't know what the cost — this delay cost is.
Q All right. Can you tell us what the average cost per

residential customer of the total increased capital cost

of the plant are, as compared to the original promised

costs approved in the 2D09 Order? What's my average—

what's my share of the increased cost of these units,

Dr. Lynch?

A [LYNCH] The increased cost between what? I'm sorry.

Q The costs of these units that I was going to bear, under

the original capital costs of the project, as compared

to the costs in addition that I' going to bear with the

revised total capital cost

estimates 

. What ' the

difference?

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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A [LYNCH] I remember in 2012 that we had $ 5.7 billion as

the construction cost, and now it's $6.8 billion. That

part, I know.

Q All right. And what does that boil down to as a cost

per residential customer, and what's the difference?

A [LYNCH] See, I don't have that broken out.

Q Moody's says it's approximately $8,300 a customer. Do

you dispute the number?

A [LYNCH] That sounds — yeah, I wouldn't accept that

10 number.

12

Q What is it, then?

A [LYNCH] Well, since I haven't calculated that number, I

13 don't know.

15

16

17

18

Q Did you include the value of the production tax credits

in your analysis of the comparative costs of one

strategy versus another one?

A [LYNCH] Yes.

Q And what value did you include for those production tax

19 credits?

20

21

22

23

25

A [LYNCH] About $2.2 billion in cash.

Q So you assume that we would realize — "we," the company

and us ratepayers, stockholders — we would appreciate

the full value of all of the production tax credits for

both units meeti ng the requi si te in-servi ce date?

A [LYNCH] Yes.

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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10

12

13

14

15

16

17

15

20

21

22

23

25

Q What effect would there be of eliminating the production

tax credits from one of those units on your analysis?

A [LYNCH] In my summary chart — that's Appendix 3 in the

study — you would subtract and, again, take at least
half of the production tax credits. You subtract 846

million from every box.

Q And just give us a rough general sense about what the

comparative impact would be of removing that one unit'

production tax credit.
A [LYNCH] Well, in all 27 scenari os, before I take it out,

nuclear showed an advantage; stopping the construction

was costly to our customers.

Q Uh-huh.

A [LYNCH] If you subtract the $46 million from all the

boxes, then three of them turn the other way and would

become negative.

Q All right.
A [LYNCH] And those are the scenarios in the base, hi gh

load, and low load, where gas prices are base gas and

zero dollars per ton of CO,.

Q All right. Let's take another scenario. What happens

if we lose both units'roduction tax credits. If you

get nei ther Unit i — I mean, Unit 2 nor Unit 3 in

service in time to meet the statutory or legal

requirements to be eligible for the tax credi ts, what

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
640

of739

Docket 2015-103-E South Caro7tna E7ectrtc 77 Gas Co.
Nuc7ear Construction Updates and Revis1ons

644

effect does that have on your comparative scenarios?

A [LYNCH] You would subtract twice, and it would be $ 91

mi 1 1 i on.

Q And how many scenarios would turn negative for the

plant, under that circumstance?

10

12

13

15

16

17

19

20

21

22

23

24

25

A [LYNCH] The same: Three. The same three.

Q Same three. All right. Now, the analysis that you

performed uses a 40-year planning horizon, is that your

testimony?

A [LYNCH] That's correct.

Q Do you expect, I guess, based on the other testimony,

that the plant could operate for as much as 60 years? I

think we heard that di scussi on. Are you aware of that?

A [LYNCH] Hopefully, 80. But, yes.

Q Oh, 80. That's new. All right. But it's a 40-year

life, potentially extendable, as I understand from the

testimony, for another 20 years?

A [LYNCH] Yes.

Q But you studied the 40-year horizon, correct?

A [LYNCH] Correct.

Q Okay. Now, some of us — I include myself, and I

hesitate to i mpose this on you, but some of us old

graying-in-the-jowls, shall we say — may not be around

as SCE&G customers for that enti re 40-year project life.
Would you accept that as sort of a gerontological

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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10

12

13

14

pri nci pl e?

A [LYNCH] Yes.

Q All right . In whi ch case, I' not going to be enj oyi ng

the electricity from that unit at least for some

fraction of its projected lifespan, that 40-year period

of time, right?

A [LYNCH] Right.

Q Now, I'm 66 years old today, and I'd love to thi nk that

wonder drugs will bear fruit between now and then, but

that makes me i06 by the time the full benefits of this

project have been inured to someone at my residential

electric address?

A [LYNCH] Is a happy bi rthday in order?

Q I hope so.

15 [Laughter]

16

17

18

19

20

21

22

23

25

And who knows? We may not even have electricity,
or too cheap to meter, or something else by that year,

you know, 40 years from now. But if I'm only an SCE&G

customer for another, let's just say, i0 years, how much

benefit am I going to get out of my ownership investment

in this rock, Dr. Lynch?

A [LYNCH] Well, you get a benefit out of the system. So

the company has a fleet of power plants, that it serves

its service territory wi th, of various vi ntages. So

you 'e benefi ti ng from plants that are already on the
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10

12

13

15

16

17

18

19

20

21

system that have been depreciated over the years, where

other customers before you paid most of the cost, and

now you'e paying for the depreciated value. So as part

of the system, you pay sort of a system cost, an

appropriate cost for that.

Q That makes me feel a little better, but I must say it
doesn't quite cure all those sort of anxieties.
Wouldn't you acknowledge that the Base Load Review Act

that allows you to charge me fi nanci ng costs today for a

project whose benefits I wi 11 certainly not enjoy beyond

my life span, that that represents an i ntergenerati onal

subsidy, inherently? I am financing benefits for

someone who will come long after I'm dead and gone, as

an SCERG customer?

A [LYNCH] Well, the principle of addi ng construction-work-

in-progress into the rate base has been part of the

regulatory business for 30, 40 years, I thought. So the

Base Load Review just automates that process; they don'

have to have a rate case every year.

Q Okay.

A [LYNCH] So I don't think it changes the regulation in

22 the State.

23

25

Q So if we have intergenerational equity issues from the

Base Load Act, we'e had them for a long time, as long

as we'e had construction-work-in-progress; that's your
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position?

A [LYNCH] Well, the i ssues you'e talking about — today,

people enjoy the benefi t of plants that have been bui 1 t

many years ago and are very much depreciated. For

example, Unit 1 at Summer is a very effective, efficient

unit, very cost-effective.

Q I paid for that one, too, Dr. Lynch. I mean, I was

around at—

10

12

13

15

16

17

A [LYNCH] Well, you were—

Q — the groundbreaki ng, right?
A [LYNCH] — here. Right.

Q So there ya'o. But some new guy coming along, your

point is, they didn't pay for that and they'e getting

the depreciated value of its output, right?

A [LYNCH] Right. And all the company can do is provide a

fleet generati ng electricity as cheaply as possible for

the existing customers, and for the future customers, as

18 well.

19

20

21

22

23

25

Q Right. But back to my question that I started with: How

long do I have to continue to be an SCERG electric
customer for me to essentially pass that payback peri od,

as if I were, you know, investing in a new solar panel

or something like that? What's my payback peri od for my

piece of V.C. Summer Units 2 and 3, Dr. Lynch, under

your analysis?
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A [LYNCH] Well, I suppose one payback is because we'e
building these units, we'e able to retire Canadys Units

1, 2, and 3, so there's coal plants we don't have to be

worried about burning the coal. That's a benefit there.

Q That's good. Thanks for that. But, no, your analysis

was just looking at this plant versus—

A [LYNCH] Oh, my analysis.

Q Yes. Yeah, your analysis. That's what we'e talking

about here.

10

12

13

15

16

17

19

A [LYNCH] Oh.

Q So under your analysis, how much longer do I have to be

an SCEBG customer for me to net a benefit from my

investment in financing Units 2 and 3?

A [LYNCH] Well, no, under my analysis, if we stop

construction of the nuclear plants and build gas

instead, our customers wi 11 pay a lot more money for the

electricity that we'd provide them.

Q That's not my question.

A [LYNCH] And if you'e one of the customers, then you

20 would pay more.

21

22

23

24

25

Q I got that. I got your contention to that effect. I'm

asking you, focusing solely on Units 2 and 3, with their
now existing or proposed capital cost to complete, and

my having to pay, you know, these average 2 to 3 percent

a year rate i ncreases — it' in the exhibit here what
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the increases are going to be.

10

12

A [LYNCH] Yeah.

Q That's my investment, and I want to know, in terms of

electricity from that plant, what ' the breakeven point?

How many more years of electric service do I have to get

out of your company before I appreciate the net savings

from the generation from that unit?

A [LYNCH] But you mentioned my study, and what my study

says is that if we stop construction of the nuclear

plants and build gas, your bill would go up. You would

pay more for electricity.
Q I hear that .

I' not asking that

question 

. I' sayi ng

13 standing—

15

17

18

19

20

21

22

23

24

25

A [LYNCH] Oh.

Q — alone, if that were a solar panel and not two AP1000

nuclear plants, and I am investing in those two nuclear

plants, how many years before I pay off my investment

and start earning a net return on the electricity that'

coming out of those plants? Can you tell me that?

A [LYNCH] I don't think you'e investing in the plants.
I'm having trouble understanding the question.

Q Well, I'e—
A If you'e asking me when will you see electr1city coming

out the plants, we'e figuring June of 2019 for Unit 2.

Q Yeah.
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A [LYNCH] So if that's the criteria you want—

Q I don't think we'e communicating effectively. If I

were buying a solar panel, and the solar panel, they

say, "Well, it's going to cost you $20,000, Hr. Guild,

to put that on your roof," I might go, "Well, I don'

know. " "But your kilowatt-hour consumpti on wi 1 1 be

reduced by X and so your net metering bi 11 impacts wi 11

be Y. If you run that solar panel for," and I think

we'e had this testimony from your company, four years,

eight years, whatever peri od of time it is, "at that

poi nt you will have paid off and there will be a net

return on that investment in terms of reduced power

bills .
" And that ' the judgment that consumers make all

the time in choosing to go to some kind of alternative

source of power, or putting insulation in your house, or

buying a new HVAC system, or a new refrigerator. And

I' just asking the simple question: How long do I have

to wait before I get a net return for my average

individual i nvestment in Units 2 and 3? Have you

calculated that value?

A [WALKER] Can I add something here?

Q No, ma'm. I'd like to get this from Dr. Lynch, please.

A [LYNCH] Well, it sounds like — it's a little confusing,

the question, to me. But it sounds like what you'e
interested in is some kind of payback.

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
647

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

651

Q Yes.

A [LYNCH] So if you invest in a solar panel, $20,000, so

maybe a payback is 12, 15 years — I'm not sure what it
1 S.

Q Yeah.

6 A [LYNCH] The problem with your question is that you'e
not investing in a solar plant — in a nuclear plant .

5 Q I'm not?

9 A [LYNCH] You'e not.

10 Q Really?

11 A [ LYNCH] Really . You 'e payi ng for your electricity that

12 the company produces and sells to you.

13 Q Well, I'm investing in it, I guess, involuntarily,

14

15

16

because you 'e here every year raising my rates in an

increment to pay the financing costs for these nuclear

plants, right?

17 A [LYNCH] You'e buying electricity from the company. I

18 don't think you'e investing in anything.

19 Q Well, I grant you, you'e not given me a deed. I'd like

20

21

22

23

25

my mortgage now, please, for my little piece of the

rock, but I don't have it. So regardless of how long I

stay a customer of SCE8G, I wi 11 walk away with no

ownership interest in these nuclear uni ts, and your

stockholders wi 11 continue to retai n those assets. They

have those assets . So, I mean, this is — you 'e
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drafting me to mortgage your nuclear plants,

10

12

13

involuntarily I would say, and I'm simply asking have

you made a calculation of how long I'e got to wait for

that payback?

A [LYNCH] I don't find that the question's making sense to

me, because you'e not investing. You'e not putting

$ 20,000 or whatever it is, unless you'e buying stock in

the plant.

Q I'm not?

A [LYNCH] No.

Q All right. You haven't made that calculation — I take

it the fair answer is you just haven't calculated it.
A [LYNCH] I don't think it can be calculated. It doesn'

make sense to me.

15

16

17

20

21

22

23

24

25

Q All right. A moment, please.

Dr. Lynch, are you aware that, in Georgia, where

they'e building the Vogtle units, the Georgia

Commission requires an analysis, every updated review of

the plant's construction, of — I guess I'l call it-
the going-forward position, the benefits versus costs of

going forward with the plant? Are you aware they do

that ki nd of anal ysi s in the Georgia cases?

A [LYNCH] Yes, I understand that.

Q And are you aware that they project that if they lose

only one of the production tax credits, that there will
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be a net negative i nstead of a benefit from continuing

the plants?

A [LYNCH] I don't — yeah, I haven't seen their analysis.

Q Have you reviewed the testimony in the most recent

docket in Georgia?

10

12

A [LYNCH] No.

Q Are you aware that, in Georgia, they project that there

is between a $ 400-$ 700 million a year fuel-cost penalty

for years of delay in the in-service of the Vogtle

units?

A [LYNCH] I haven't seen anything from Georgia.

Q Have you made a calculation of the fuel-cost losses for

13 delay 1n operation of the Summer units?

A [LYNCH] Oh. We were asked to do that, but I don't have

15 the number — any of the numbers with me.

16 Q You didn't include that in your study? Is it in your

17 testimony?

18 A [LYNCH] No, the testimony has nothing to do with the

19 delay.

20

21

22

Q Would you dispute the assessment in Georgia that the

costs of delay are approximately $ 2 million a day?

A [LYNCH] I don't know anythi ng about — I don't know what

23

25

Georgia is

doing 

.

Q Okay. Do you know whether the cost of delay in South

Carolina for the uni ts approxi mates $ 2 milli on a day?
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A [LYNCH] I'm thinking it's not that high, but I don'

know.

Q Have you made that calculation?

A [LYNCH] I'e had to, but it might've been a year ago, so

I don't — I can't remember.

10

12

13

15

Q A moment, please.

Are you aware that, in Georgia, they do calculate

the average residential costs of the increment of delay

that ' being presented to the Commission in Georgia?

A [LYNCH] Yeah, I don't know what they do in Georgia.

Q Would you dispute that the cost for customers is on the

order of $ 3ig, the cost of this increment of delay?

A [LYNCH] In Georgia?

Q In Georgia. So a Vogtle customer or the Georgia Power

Company?

16

17

18

19

20

A [LYNCH] I can't express an opinion.

Q You haven't calculated that for South Carolina, for the

Summer units, the cost of delay per residential

cu st ome r?

A [LYNCH] No, I have not.

21

22

MR. GUILD: That's all I have.

CHAIRMAN HALL: All right . Commissioners .

23 Commi ssi oner Hami 1 ton.

COMMISSIONER HAMILTON: Thank you, Madam

25 Chair.
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EXAMINATION

BY COMMISSIONER HAMILTON:

Q Dr. Lynch, somewhat on the same subject you had with Mr.

Guild, in your opinion, can SCE&G's antici pated load

growth be reliably met — cost-effectively and reliably—

with solar and energy efficiency?

A [LYNCH] No, not in its entirety. There's room for solar

and energy efficiency, of course, and that ' in our

plan, but it can't replace, for example, the nuclear

plants.

Q Thank you, sir.
Mr. Jones, could you please explain more about

fi rst-of-a-ki nd testing that the NRC is requiring, and

the exposure it may represent to project completion,

schedule, and cost?

A [JONES] So, since these are the first APi000s being

built in the United States, or any other nuclear design

being built for the first time in the United States, the

NRC typically requires some first-of-a-kind test. It'
a test, once the units essentially have been completed,

and you'e basically looking to make sure that the

systems — the cooling, the reactor — are functioning

properly, and you'e looking for vibration and other

readings that might be out of the norm of what you

predicted.

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
652

of739

Docket 2015-103-E South Carolina Electric B Gas Co.
Nuclear Construction Updates and Revisions

656

10

12

13

15

16

17

18

20

21

22

23

25

The Chinese plants are going through the same

testing. There was some belief on the part of

Westinghouse, on the front end, that the tests performed

in China should be tests that would be, from a data

perspective, just as valid for the plants in the US, so

there was some expectation that the NRC would accept the

results of the Chinese tests in lieu of having to

perform those fi rst-of-a-ki nd tests in the United

States. That turned out not to be the case, though.

And what the NRC has said is that, between us and the

Vogtle site, we have to perform those fi rst-of-a-kind

tests here in the United States.

We would expect — of course, that's going to be

after the Chinese perform their tests, and we'd expect

to see very similar, if not exactly, the same results.

But from a regulatory process perspective, we'e
required to actually do it here and not simply just take

credit for the Chinese tests .

Q Okay. When would this have to be done?

A [JONES] It's going to be towards the very end of the

schedule, as we'e gone through all the completion of

the systems in the plant and we'e able to operate and

pressurize the reactor coolant system, run the pumps,

that sort of thing.

Q Thank you, sir. One other quick questi on: On page 18
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and 19 of your prefiled direct testimony, you discuss

Phase II of the cybersecurity upgrades. We'e wondering

— I'm wondering — how did you determine the $ 18.8

million cost for Phase II?

A [JONES] So, in 2012, we came before the Commission, and

10

12

13

15

16

17

19

20

21

22

23

25

the Commission then approved Phase I. Phase I was

completed. Phase II — and after Phase II, there will be

a Phase III. The phases tend to support what you'e

going to be doing in the next phase. You define the

scope of that, the amount of work required, the amount

of effort, that sort of thing. So we use the results of

Phase I to look at what we'e doing in Phase II.

We 'e worked with Westinghouse and Chicago Bridge l
Iron to develop a realistic esti mate of that known scope

of work, which is why we'e before the Commission asking

to fund Phase II. We have not asked for funding for

Phase III, because, again, the exact amount of work that

needs to be done with Phase III, which would involve not

only working with Westinghouse and CBKI, but working

with a number of different suppliers of equipment to the

plant to figure out exactly what might need to be done

to their equipment with respect to cyber, we don' know

the scope of that yet. So the Phase II is to get us to

that point where we can then move to that final phase,

which I would call more an actual implementation phase,
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12

13

15

working on all the specific pieces of equipment that may

need to have software or hardware changes or some other

physical protection applied, to meet the NRC's rules in

cybersecurity.

Q It appears that cybersecuri ty is goi ng to be an ongoing

thing that we have to try to keep up and keep ahead?

A [JONES] It is. And of course, it's not just in nuclear

plants. It's literally in everything. It's hard to

pick up a paper on a daily basis and not see about a

cyber-breach potentially at a retail store, banking,

many other avenues out there. So it's one of those

issues that's here with us, that impacts what we'e
doing with nuclear plants just as it impacts a lot of

other thi ngs that we engage in on a daily basi s.

Q It's hard to think of anything it doesn't affect now.

A [JONES] I' not sure there is anything it doesn ' affect

17 anymore.

18 Q Thank you, very much, and I appreci ate all of you bei ng

19 here today.

20 A [JONES] Thank you.

21 CHAIRMAN HALL: Comml ssi oner Howard.

22

23

25

EXAMINATION

BY COMMISSIONER HOWARD:

Q Mr. Jones, I'l follow up. What are your expectations

for long-term scope growth in the cybersecuri ty arena?
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A [JONES] So, scope growth in cybersecurity is a good

question, and there's really not a good crystal ball to

predict exactly what that's going to look like. We

know, wi th current regulations, what the NRC is

requiring us to do. That's not to say those regulations

wouldn't change as we go forward. Cybersecurity is a

lot like physical security in these plants. Post-9/11,

of course, there were a lot of physical security

requi rements that the NRC put through rulemaki ng that

operating plants had to comply with. Even since 9/ 11,

though, while the design basis threat, for example,

hasn't changed, tactics and other requirements that you

have to defend against have changed. So physical

security conti nues to be a moving target .

Cybersecurity, I think w111 be the same thing, unless

someone invents a cure-all somewhere down the road

that's kind of a final fix to any future cyber-issues.

But right now, it's hard to envision what that would

look like.

20 Q Okay, thank you. Dr. Lynch.

21 A [LYNCH] Yes, sir.
22 Q One of the concerns I had, and a lot of people had when

23

25

we went through this, essentially was the load growth

proj ecti on. So since that ti me five years ago, have you

made a load growth projection or has—
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A [LYNCH] Yeah, we update the forecast every year.

Q Wasn't that percentage like 1.5 or something like that,
if I remember correctly? How much load growth do you

project in a year?

A [LYNCH] Yeah, i.8 percent, going forward.

Q That's going forward from now?

A [LYNCH] Yes,

Q Okay. Ms. Walker, could you tell me — the outcomes for

the dispute with Chicago Bridge and you, just for the

record, what would be SCE&G's dollar share of the

projected project, assuming all disputed costs were

favored as costs of CB&I and Westinghouse? Do you

understand the question?

A [WALKER] Say that — say that again?

Q Looking at all disputed costs, so say when the

litigation was over, however you decide the disputed

costs, all those costs go to you, how would that affect

the bottom line? And the same question reversed, if all

those costs would go to Chicago Bridge & Iron, what

would be the impact?

A [WALKER] I think the answer would be — this is assuming

that CB&I does, in fact, hit their PF, you know, their
i. 15 that their management has committed that they can

achieve — because that ' the underlying assumption

behi nd the estimate of that completion, the EAC that
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they presented to us. I think that the answer would be

the total delay, net of the liquidated damages, which

would be the $ 324 million, and then the owner's costs

from the delay, which will be the $214 million. And I'm

looking at page seven of my testimony, Chart A .

Q Okay.

A [WALKER] And it shows you the elements of the delay.

And if you look on line seven of that chart. it shows

you "Total delay and other EAC."

Q Right.

A [WALKER] So that's where I 'm picking up to $ 324 million.

That's net of the liquidated damages, because we know

that the delay is going to drive us to have an

entitlement to the LDs, the liquidated damages. And

then their delay is going to drive us to incur costs on

the owner's perspective, that we think that they would

be — they should reimburse us for. And that's accounted

for in lines 12 through 17, so that's another $214

million .

Q Okay.

A [WALKER] So it would be the sum of the 324 and the 214,

but I think that, you know, if we were to say, you know

— if they were to agree, "Okay, we'e going to pay

you..." If they were going to take responsibility for

the delay and they were going to cut a check and pay us
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for our out-of-pocket costs, assuming they billed us

everything and we incurred our costs throughout the life
of the project and, at the end, they needed to cut us a

check, I think it would be the sum of those two amounts

that they would need to cut us a check for.

Q And the same on the other side?

A [WALKER] Then it would be the exact opposite, yes,

sir 

.

COMMISSIONER HOWARD: Okay. Thank you, very

much.

10 CHAIRMAN HALL: Commissioner Whi tfi eld.

VICE CHAIRMAN WHITFIELD: Thank you, Madam

12 Chairman.

13

15

16

17

18

19

20

21

22

23

25

EXAMINATION

BY VICE CHAIRMAN WHITFIELD:

Q Mr. Jones, I'e got a couple of questions for you right

quick. I think Mr. Byrne probably answered a lot of the

questions that would come your way, but I do have one or

two for you. And I asked him something similar to thi s;

I'm just going to kind of frame it a little differently.

What evidence exists to demonstrate that the consortium

and its suppliers have turned the corner, so to speak,

and the next batch of equipment and components won't be

accompanied by the same level of quality assurance

issues and associated delays and cost increases

experienced so far?
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A [JONES] And I assume you'e probably most interested in

the modules, the structural modules?
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Q Yes, and any other evidence you have to show that

they'e turned the corner and things are improving.

A [JONES] Right. So I'l back up just a little bit. From

a supplier perspective, many of the large components for

the plant from different suppliers — literally worldwide

— de11very of those, quality of these, has been very

good. The real challenging area for us has been the

structural modules.

The suppliers that are building the structural
modules for the second unit — we'e talked a lot about

Lake Charles over the last day and a half, but we keep

just as close an eye on these other suppliers also. So

that includes residents, that includes quality audits,

it includes engineering v1sits to those facilities to

make sure they 'e being constructed per desi gn, it
includes leadership visits . In May of this year, in

addi ti on to going to China, I spent ti me in Japan with

IHI and Toshiba. They'e manufacturing second-unit

modules for CAO1. Then I also spent time out in Oregon

on that same trip, at Oregon Iron Works, who is
manufacturing about half of the modules for CA20. So we

pay a lot of attention not just to CB81/ Lake Charles and

their important role in the module supply chain, but all
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So what we'e seeing on the second uni t is few, if
any, of the first-time quality issues that we saw on the

first unit's modules. We'e also seeing more

predictable delivery — and that doesn't mean they'e
always delivering exactly when we want, but not delivery

with the delays that we saw on the first unit with the

modules coming from Lake Charles. So that doesn't mean,

though, that we just kind of sit back and say, "Well,

things are goi ng good. We don't need to keep an eye on

them anymore. Let's lessen our presence at their

facilities, let ' lessen our looks through our quality
organization." We'e staying on top of that, to make

sure there isn't a slip there, or isn't a downward trend

that we would then become aware too late to do anything

about it and turn it around.

Q So not to pi ck on Lake Charles, like you said, but Mr.

Byrne had a slide up there that had the facilities — two

of them you just mentioned, Oregon and Japan, and

Virginia, and I think there were fi ve different places.

So what you 'e telling me is, your evi dence is that, not

only from Lake Charles but from all these other

locations, that you 'e getti ng more timely deli veri es

and you'e getting good quality with those modules now,

whereas in the past you were not?
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A [JONES] With respect to the modules for Unit 3, that'

correct. So one of the suppliers that Nr. Byrne

discussed and showed on that chart is SNCI, which is

down in Lakeland, Florida. They are manufacturing

first-uni t modules for CA03 and some other associated

parts for the first unit. Their performance has not

been to our standard or expectati on. And, in fact, we

are evaluating a process there where some of that work

might move to our site to physically complete, si mi 1 ar

to what we did with Lake Charles. And also, looking at

the second unit, which they have responsibility for, and

some of that work has been moved back to the Lake

Charles si te. Which, agai n, doesn' mean — we think

Lake Charles has improved, but again, we 'e staying on

top of them to make sure that any additional work that

moves in there, that we don't see them kind of reverting
back to their old ways and seei ng some repeats of the

problems we saw with the first sets of modules that they

put through that facility.
So, I would say, modules, until we get the last one

on site, our level of oversi ght and our intrusiveness in

thei r facilities is going to be very, very high, a very

high level.

Q With the exception of the Central Florida facility,
would you say it's fair to say the rest of them, the
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other ones — Oregon and Japan — on site, Louisiana,

Virginia, everywhere else, that you are seeing evi dence

of improvements, wi th the excepti on of what you just
mentioned, the Central Florida facility?

A [JONES] Yeah, that's been an issue. And then, of

course, NNI is making our shield building panels, and

one of the change orders we have is to help in

mitigating the deli very schedule for those, helping pull

that back some. But from a quality perspective, what

we'e got from NNI, really from the start of shield

building panel manufacture has been very good, and that

continues to be good from a quality perspective. So

that's not really an issue that we'e had with NNI,

whereas in the past that was an issue we had in Lake

Charles.

Q So everything else is movi ng kind of in a posi tive
direction, with the exception of Florida?

A [JONES] Pretty much so, yes.

Q And that leads me to my next question, and I'e got a

question about NNI. On page 20 of your prefiled

testi mony — and if you want to take a mi nute to get

there?

A [JONES] I'm there.

Q Okay. — you state that the change order related to

schedule mitigation for shield building panels reflects
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SCE&G's share of the cost to expand the NNI facility.
And, of course, that facility being in Newport News,

Virginia. The company, you go on to state, has not

signed thi s change order. If through negoti ati on or

lit1gation, however it's resolved, the company is

responsible for a share of those costs — and I think it
might've been Nr. Byrne that said that I think y'all
were splitting that with Southern, $44 mi 1 1 1 on with

Southern Company, I bel1eve he said on the stand — what

would SCE&G's benefit be? I mean, if you'e investing

in that with Southern Company, what does the company—

would do they own part of that facility? What would—

A [JONES] We would not own it. We would — the concept

there is to allow NNI to expand their ability to

fabricate and meet delivery schedules that we need for

both Unit 2 but primarily Un1t 3, and pull those

deliveries back to support the proposed commercial

operat1on dates.

Q Is it possible — and I didn't really expect you to say

you would own it, but is it possible that — well,

there's obviously no other new nuclear going on, other

than on AP1000s in this country, but is it possible that

you and Southern could recoup the investment you'e made

to where they can supply other projects in other parts

of the world, maybe, so that you might get some of that
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investment back, or is that just somethi ng you have to

do to try to stay on schedule, or—

A [JONESj We feel we need to take this measure to stay on

schedule. But, aga1n, as I have in my testi mony there,

starting on line 11, we presented that order as being

reasonable and a prudent cost for completing the units

under the BLRA, but we'e not waived any claim that we

might have against WEC and CB8I for the cost of that

expansion.

So, I'm not involved directly in the negotiations-
they 'e continuing at the most senior levels in our

company, Santee, and Westinghouse, and CB8 I — but I

think this is one of the things that's on the table for

di scussi on . While we 'e agreeing right now something '

got to be done in fairly short order to increase the

production capaci ty, and we'e willing to go ahead and

help share in that cost on the front end, we'e not

wai vi ng any claims that we have. Again, it ties back to

th1s overall claim that we have about why these

guarantees for the substantial dates have been extended

out, which really do with the consortium's failure to

de11ver on the modules.

Q And with that being a disputed item, I'm not going to

push that any further, but I certainly see what you'e

saying there.
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Ms. Walker, I have a couple of questions for you,

and I think that's about going to do it. How much of

what SCE8G has paid to the consortium under the 90

percent agreement, where you'e paying 90 percent of the

i nvoi ces, does the company contest? Obviously, I guess

every invoice that you'e doing that on, if you'e
paying 90 percent, that means you'e contesting that

invoice.

A [WALKER] Right.

Q I guess let me start by asking you what date did SCELG—

or what date or when did SCEKG begin paying disputed

invoices at the 90 percent amount?

A [WALKER] We started doi ng that in May of this year.

Q So just a couple of months ago?

A [WALKER] That's correct.

Q Any of the invoices that you'e been paying in the last
— si nce then, so in the last few months, have any of the

invoices that you have been paying the 90 percent

porti on on — obviously, that grabs their attenti on .

Have any of those invoices successfully been negotiated,

or are there some items that you'e already worked out?

Or is all of that just bei ng put in a box, so to speak,

and sorted through later? Or have you already settled
some of those?

A [WALKER] No, none of those have been settled. I mean,
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we'e gone through our invoice review process. We

actually send them a letter and we share with them the

way we make the calculation on what we'e going to

withhold and not make the payment of, and they

acknowledge by formal letter that they'e not willing to

accept our calculation . So it ' in formal wri ti ng that
we'e not going to make the payment, and this is the

calculation, and then they formally write back and not

accept that as an excuse for not making the payment.

And then it stands in unanswered space, if you wi 11.

And so, as of right now, I can tell you that at the

end of June or the fi rst of July, we had withheld $ 3.7

million in payments because of this 90 percent concept .

Q Three point seven, okay. And my last question is kind

of a two-part. Has SCE&G — si nce you'e only been doing

this a couple of months, has SCE&G overpaid anythi ng

that you might now consider in dispute? And if so, how

do you account for that?

A [WALKER] Now, there's a host of other payments that
we'e been refusing to make payment. Rather than going

into a lot of those details, these have been discussed

and approved by our senior executives, but as of right

now, including the $ 3 . 7 million, we 'e actually
withholding about $ 131 million of cash that has been

billed to us by ei ther Westinghouse or CB&I, and we have

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
667

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

671

not made payment, nor have those moni es been included in

any kind of revised rates. But there's a variety of

different reasons that those amounts of money have not

been paid, whether it be a defi ci ent invoice or disputed

charges. But I think I'e lost sight of what your

question was.

Q Well, that's money that you'e not paid. I guess what I

10

12

13

was asking, is there anything that ' — since you 'e only

been doi ng thi s a few months, is there anythi ng that you

have maybe already overpaid or made the full payment on,

that you now are looking back and saying, "Hey, we mi ght

want to dispute this"? And if so, how do you account

for that, if you'e already paid it?
la A [WALKER] I think our senior executives made the

15
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conscious decision that they did not want to go back and

retroactively impose this 90 percent concept, that they

were going to do this on a go-forward basis. So we made

— you know, we sent a letter and communicated to them

that thi s was yet another step that we were going to

make, and we put forth a date it would be made

effective, May 1st. And effective May 1st, we started

that action. So I think our senior staff made the

deci si on that they did not want to do a retroacti ve

adjustment and go back in time and do a withholding . So

I don't think there's any plan to go back and do a
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Q Thank you, Ms. Walker. Is there anything else you

wanted to add? I know Mr. Guild was questioning Dr.

Lynch, and you — there might've been something you were

talking about, about the ratepayers, about their

percentages or something. Was. there anything else you

wanted to add?

A [WALKER] Well, the only point that I was wanting to make

certain was clear was, you know, as far as what's being

recovered in rates today, the plant 1tself is not

included in the rates that we are putting forth in the

revi sed rates. What is being included i n revised rates

today is the financing costs. So as far as recovering

the costs of the plant and the depreciation of the

plant, those are all going to be recovered in rates

after the plant is actually put into commercial

operati on, which would be at the point — you know, if we

meet the schedule like we have proposed in this
particular hearing, that would be in June of 'ig and

June of '2D. So, you know, in the time period over the

next five or six years, what we would continue to have

rolled into rates would be the cost of capital, whi ch is

simply the financing element, not the actual investment

in CWIP.

So I was just wanting to make sure that there was
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clarification as to what was going into revised rates.
It's not investment in the CWIP, or construction-work-

in-progress.

VICE CHAIRMAN WHITFIELD: Thank you, Ms.

Walker.

That's all I have, Madam Chairman.

CHAIRMAN HALL: Okay. Thank you.

Commissioner Fleming.
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COMMISSIONER FLEMING: Yes.

EXAMINATION

BY COMMISSIONER FLEMING:

Q Mr. Jones, in your testimony, you talk about how it was

necessary to alter the site layout in various ways to

improve the physical security, and that you negotiated a

change order for this work. Why was this need not

identified in the beginning of the project?

A [JONES] Some-

Q Have there been changes in the standards, or—

A [JONES] There have been.

Q — what has occurred?

A [JONES] In the previous discussion on cyber, I

referenced physical security, and there are conti nuing

changes that occur year by year in physical security

requirements at the operating plans.

So we went back and we did a review of the plant
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layout. We had to wait — and as I point out in

testimony, the design layout and building orientations

were finalized before we could lay out, from a site
perspective, what security was going to look like,

exactly. And so without going into too many details,
basically, if you put a building in a certain spot and

it's near the nuclear island, for example, then where

that building is located could affect not only how you

would physically protect the plant, but also security

strategy, for example, in protecti ng the plant . It
could affect security resources that are required . So

until we had that final plant site layout and building

orientations, we couldn't finalize some of the security

features that would need to be considered in the final

plant design.

They also talk about increasingly stri ngent

requirements . I talked a little bit about securi ty

tactics and technology that continue to evolve. Some of

the things you can do, though, is alter your si te layout

to make sure you'e got a balance with providing

adequate physical protection, but at the same time

trying to reduce the number of security features you

might need to have to provide that same level of

protection. So it's a balancing act, really.

So that's what we'e really got through. We'e got
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far along enough on the project, the design of all the

buildings that wi 11 be surrounding the turbine island,

the nuclear island, that we can start really figuring

out exactly what was goi ng to be needed for physical

security.

So we talk here about three phases. This is

another one of the change orders that's phased. Phase i

is the engineering, construction planning, and

development of the esti mates for Phase 2 and Phase 3.

Phase 2 is construction work related to the

infrastructure changes. And then Phase 3 is actually

the remaining security modifi cations that would need to

be made, such as fencing, ballistic — bullet-resi stant

enclosures, things like that. And so, what we'e asking

for with this current change order is the funding for

Phase i and Phase 2. We would come back in a subsequent

proceeding for Phase 3.

Q And have you been working with security experts from the

19 very beginning?

20

21

22

23

24

A [JONES] We have.

Q Both cyber and physical

A [JONES] Yes.

Q — secur1ty? And has it evolved, as you'e—

A [JONES] It's one of these things where, if — I was

25 heavily involved in my previous job at another utility
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with post-9/11 security changes at three different

nuclear sites. And the level of change between the

post-9/11 time period and now is a night-and-day

difference almost. Even prior to 9/11, security for

nuclear power plants was very strong, very effective.

Post-9/11, it went up another notch and it's continued

to go up from that point on.

8 Q But you feel confident that you'e doing the best that

you can with the—

10 A [JONES] I do. And to be quite honest with you, it'
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like any other area. Security folks, there's lots of

things they would like to have, but it ' a senior

management responsibility — my responsibility — to make

sure I understand at a level of detail where I can

question what features'xpenses might be needed,

potentially ask if alternatives have been developed,

make sure we'e explored every potential option to,

number one, provide the physical security that we'e

required to have from a regulatory perspective, but,

number two, do it in as cost-effective a manner as

possible.
22 Q And we'e heard a lot about the critical paths and the

23

25

time schedules as being challenges, moving forward. But

what would you say is the biggest risk or challenge, as

you'e at this stage of the project, moving forward,
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A [JONES] I think the bi ggest challenge is — again, design

has progressed quite a bit from where it was three years

ago, for example, when I first came on this project.

Still some design work left to do, but there's more

certainty in the design. We talked in our testimony and

in some of the testimony given here verbally about

challenges with constructi on efficiency: the consorti um

— CBKI, in particular — meeting a productivity factor

whi ch they originally projected to us.

So I think that ' goi ng to be a conti nui ng

challenge, is the construction efficiency. And then

there are certai n things that we know, from a hardware

perspective — like shield building panels and subsequent

shield building construction on site — that we need to

get a little bit further down the road to actually have

our finger on exactly the level of confidence we have

that that wi 11 get fi ni shed exactly when we project, or

potentially earlier if things go better than expected .

Those are the bigger things that are facings us right

now. It's really getting beyond the bri cks-and-mortar

portion of this plant, to start with the other commodity

installations such as the wiring, the cabinets—

electrical cabi nets — things like that, control systems,

that will follow. But those are the things we'e
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focused on right now.

10

12

13

15

16

17

18

19

20

21

Q Okay. Thank you. And, Ns. Walker, you talk about the

increased fees for participation in the AP1000 owners'roup?

What entity receives the fees that you pay to

parti ci pate in A. P . 0 . G ., or APOG — what do you call it,
APOG?

A [WALKER] APOG. APOG is a user group and there'

actually — I think there's five utilities now. We

actually pay fees into that, but we'e also the

benefici ary of most of the products that are developed,

so where we may pay fees in, so do the other four

utilities, and what we'e finding is we pay fees in, but

then what we also find is that we may ultimately get

refunds of our fees in the way of getting work products

that we don't ultimately have to bear the cost of . So

they may take the responsibility of developing sets of

procedures.

Q And who is "they"?

A [WALKER] The five uti 1 1ti es.

Q Okay, so it's staffed by people from each of the five

uti 1 i ti es?

22

23

A [WALKER] Exactly, on a volunteer basi s, so—

Q And what are the five utilities?
A [WALKER] I think it was the five utilities — or five

25 of—
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1 A [JONES] Four now, with Progress and Duke.

2 A [WALKER] Yeah. Who were the original?
A [JONES] So, originally it was Duke, Progress, Florida

Power & Light, us, of course, and Southern Company. And

now with Duke and Progress combined, it ' technically

four utilities.
7 A [WALKER] Yes, so—

II Q Okay.

9 A [WALKER] — four utilities, and—

10 Q So it's the southeastern—

A [WALKER] Right. And so they all, you know, share

12

13

15

16

17

18

19

20

21

22

23

25

resources — human resources, primarily — and then they

hire consultants, or they may share human resources from

their engineering departments and develop different

department or operational procedures, or whatever.

Well, as of right now, Southern and V.C. Summer are the

only two AP1000 projects that really need those

products, so those products end up being used by our

project in lieu of us havi ng to expend 100 percent of

our resources to develop those products.

So we may pay a fee, but they'e also paying the

same fee, but ri ght now they 'e not getting the benefi t
of the products that are coming out of those j oi nt

efforts. So that's what APOG represents is the joining

of these four groups in an effort to save money, to be
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10

12

13

14

15

16

17

18

19

20

21

22

23

25

able to collectively develop products that service what

was going to be four different projects.

Q So the other two may at some point be moving forward on

projects?
A [WALKER] That's the way I understand it.
Q Okay.

A [WALKER] They still feel like AP1000 is the technology

that they have an interest in.

Q Uh-huh. So this group will stay together, even after
the construction of Vogtle and V.C.

A [WALKER] V.C. Summer? That-
Q — Summer 2 and 3 are completed?

A [WALKER] That's the way it appears.

Q Okay.

A [WALKER] Then NuStart was one of them that had a finite

life 

. I think that was devel oped at the very beginning,

and that was before the AP1000 group was established.

And NuStart has since kind of closed down. I think

there were more than just the four utilities. I thi nk

there may have been 10?

A [JONES] It was focused on the initial licensing.

A [WALKER] Yeah, it was the licensing effort for

utilities. So, since then, that has kind of closed

down, and so you don't see much activity in NuStart.

But AP1000 is still a user group, and we expect that to
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10

12

go on for some period of time.

Q So it's kind of a sharing of information?

A [WALKER] Right, which is very typical of what you see in

the nuclear
industry 

. They 'e very open in sharing, and

learn from each other's plants. Very transparent, which

I think the NRC has pushed and encouraged so that the

NRC doesn't have to stipulate every regulation.
Instead, they self-regulate through user groups.

Q And you don't have to learn or form experience in a

solitary—

A [WALKER] Exactly,

COMMISSIONER FLEMING: You can share? Al 1

13

15

16

17

18

19

20

21

22

23

25

right. Very good. Thank you.

CHAIRMAN HALL: Commissioner Elam.

EXAMINATION

BY COMMISSIONER ELAM:

Q Good afternoon. Mr. Jones, I believe Commissioner

Whi tfi el d was discussing with you some challenges with

the shield building panels. Do you recall that?

A [JONES] Yes.

Q And on page ig of your prefi led testi mony, you discuss a

potential delay of three months for Unit 2 and five

months for Unit 3. Are these delays in addition to the

ones the Commission is specifically consi deri ng in this
docket, or—
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A [JONES] They would be—

Q — a part of it?
A [JONES] They would be in addition.

Q In addition?

A [JONES] But we believe there ' enough ti me to mi ti gate

those, and that's part of the reason behind this change

order.

Q Okay. And those mitigation efforts, you believe they'e
working?

10 A [JONES] I do. There's a number of things that needed

12

13

15

16

17

19

20

21

22

23

25

mitigating. What we'e talking about here,

specifically, is production of panels, and providing

increased facilities so that panels can be manufactured

to help hold delivery dates back. The other thing that
we'e just starting to get into is assembling these

panels on site, and there's been a lot of work done to

go back and figure out best construction practices for

putting this first-of-a-kind type of shield building

together on site. Laser mapping out every panel,

looking at how they would fit up, actually dry-fit them.

Nr. Byrne showed some of those pictures in his testimony

on dry-fitting on those concrete pads such that we could

have high confidence, once we set them in thei r

permanent position, we'd be able to weld them

successfully.
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So that's another thing we'e doing there, is

looking very carefully ahead at the shield building

panels, literally one by one, looking at the fit-up,

trying to mitigate any additional actions that might be

taken — have to be taken once we put them in their

permanent position, to ensure that once we have the

panels on site, we can fit them up, we can weld them,

and then move right to the next course of panels.

Q When do you th1nk you might know whether those efforts
10 are successful?

12

13

15

16

17

19

20

21

22

23

25

A [JONES] I think within the next six months, we'l have a

pretty good read on the level of success, how accurately

we were able to predict some of the construction

effi ci enci es which we thi nk may be there.

Q Okay. Ns. Walker, on page 28 of your prefiled

testimony, you discuss i ncreases related to insurance

coverage. And I believe that you mention, at line i8,

builder ' risk insurance and owner-controlled insurance

program. Would you explain what you mean by "owner-

controlled insurance program"?

A [WALKER] OCIP?

Q Page 28, line i8, to 29.

A [WALKER] Yeah, that's the OCIP program, which is

basi cally workmen's comp. And what we'e done there is

we'e, more or less, self-insured. And so what we'e

OL OF

PU6LIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
680

of739

Docket 2015-103-E South Carolina E1ectrtc 8 Gas Co.
Nuc1ear Construct1on Updates and Revisions

684

got is we have some people on site that help us — we

actually collect a fee — you know, with workmen's comp

you have normally a premi um that's usually, I thi nk it'
like 7 percent of the hourly rate, up to a maximum. I

think it's like the first $ 12-13,000 of wages for each

employee. Well, what we'e done is we actually have our

own OCIP program, and so we administer that program

through a third-party admi ni strator.
Q Can I — is it a captive insurance company, or just that

10 you use a third-party adm1nistrator?

12

13

15

16

17

19

20

A [WALKER] We use a third-party administrator. And so

what we'e trying to explain here is that if th1s is the

delay — I'm sure this is part of a delay, you know, to

the extent that we'e going to be 1n the project for a

longer period of time — we'e going to have more man-

hours and so we'e going to have increased OCIP costs

due to increased numbers of hours. And so that's going

to drive OCIP, which is workmen's comp, premiums that
we'e going to have to pay.

Q Okay. If you could look at the public version of your

21 Exhibit CLW-7?

22

23

A [WALKER] Okay.

Q You got that?

A [WALKER] Uh-huh.

25 Q I'm looking at page 3-of-12, and I see included costs

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
681

of739

Docket 2015-103-E South Carolina Electric II Gas Co.
Nuclear Construction Updates and Revisions

685

10

12

13

15

16

17

18

20

21

for the following — and this goes three, four, and five.

Livewel1 outside services of $ 790. Government affairs
economic development, net outside servi ces, $532,907.

SCANA community affairs, $214. And executive oversight

outside services $399,888. If I need to direct you back

to the lines, I can, but can you tell us what's included

in those accounts and why they'e included in this case?

The first one is there at the top of page three,

Livewell outside services?

A [WALKER] That one 1s likely — I mean, I probably need to

confirm this. The Livewell program is actually probably

a health coach who comes to the gym. You know, we have

a fitness center there at the — like at the new nuclear

administrative building. So that's probably what that

$ 790 is, is probably some kind of servi ce being

provided. Can you—

Q The second one is over on page 4-of-12: 808, government

affai rs economi c development, net outsi de servi ces

$532,907? What would be included in that?

A [WALKER] Yeah, off the top of my head, I don't know what

that is, but I could certainly find out what that is for

22 yoU.

23

25

Q Okay. Page 5-of-12 — well, first of all, let's see

here. At the bottom — no, right under that, SCANA

communi ty affairs, it says "214"?
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1 A [WALKER] $ 214?

2 Q Yeah, what's included in that?

A [WALKER] That would be somebody's direct labor that
would've been charged to the project.

Q Okay.

6 A [WALKER] But I can find out who that is.
7 Q Okay. And over on page 5-of- 12, about the fifth line

down, outside services, $ 399, 888? It ' under executive

oversight?

10 A [WALKER] That could be the audit fee. But I'l find out

what that is.
12 COMMISSIONER ELAM: Madam Chairman, I guess,

13 can we reserve a late-filed exhibit for that

explanation?

15 CHAIRMAN HALL: We can. That will be Exh1bit

16 No. 11.

17 COMMISSIONER ELAM: Thank you.

18 BY COMMISSIONER ELAM:

19 Q And, finally, Dr. Lynch, your Exhibit -1 to your direct

20

21

22

23

25

testimony, the paper titled "Comparative Economic

Analysis of Complet1ng Nuclear Construct1on or Pursuing

a Natural Gas Resource Strategy," I'm look1ng at page

three of that paper, and Chart A. Could you tell me

what energy sources are 1ncluded in the category "Alt.

Sources" ?
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1 A [LYNCH] That would be biomass and solar.

2 Q Just those two?

3 A [LYNCH] I believe, yes.

4 Q Okay. What levels of energy effi ci ency and renewable

sources are included in Chart A?

6 A [LYNCH] Chart A. We would have — there should be 100

megawatts of solar.

II Q Okay.

9 A [LYNCH] But there wouldn't be any energy efficiency,
10 because that's not capacity; that's an energy reduction.

11 Q Okay. And I guess, how much biomass?

A [LYNCH] Oh. About 40 megawatts.

13 COMMISSIONER ELAM: I think that's it. Thank

14

15

yoU.

CHAIRMAN HALL: All right. Thank you.

16 Commissioner Randall

17

18

COMMISSIONER RANDALL: Thank you, ma'm.

EXAMINATION

19 BY COMMISSIONER RANDALL:

20 Q I 've just got three short questions, I think. Mr.

21

22

23

25

Jones, a curiosity question here. On page 40 and 41,

you'e got six positions added to the training group,

and then you'e got 10 identified to supplement the

cybersecuri ty category. And I was just wonderi ng, the

1 0 cost $222, 164 and the six, $ 1, 044, 322 . What is the
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difference, or why is the larger group so much smaller

than the smaller group? If that makes sense, the way I

said that.

A [JONES] I thi nk — Ms. Walker was just saying. I believe

it ' based on the timing, as to when they come to the

project . The training folks are needed now. The cyber

and digital asset folks wi 1 1 be later on in the project .

8 Q I gotcha.

9 A [JONES] And, of course, that's — with the positions

10

12

we'e got here, it's not that — we don't have that level

of deta11 in here, so you wouldn' know that without

asking the question.

13 Q Gotcha. Thank you. Ms. Walker, on page 31, you'e

15

16

17

18

19

20

21

talked about, because of the delay, there's goi ng to be

necessary for the construction and operational readiness

teams to perform some work simultaneously, which wi 11

require some additional facilities. My questi on i s,

where are those fac11ities going to be built, and will

they be used and useful, you know, after, for the long

term after this work is being done, when it's being done

simultaneously?

22 A [WALKER] Some of it will be, as I understand it, likely
23 to be relocated or perhaps even trashed. But I think

there's a three-plex, I think was one of the terms they

25 talked about. But as I understand it, the service
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building was supposed to be ready for them to be able to

occupy and start working in soon . It ' nowhere close to

bei ng able to be occupi ed, so they 'e going to have to

build temporary facilities for operational readiness to

go into that facility. So I thi nk that that building

will likely be a relatively decent building, so it may

be that they can turn that into something that could be

used once the plant goes operational and serve us for,

you know, maybe 10 or 15 years. In what capacity—

10 Q You'e got some that are temporary and then some that

are going to be used, probably.

12 A [WALKER] Yeah, Ultimately would become permanent, but

13

15

17

maybe not for the life of the 60-year plant.

Q Okay. Thank you. Dr. Lynch, in your comparisons with

natural gas and nuclear, just briefly compare the 0&N

costs over the life of the plant, of nuclear and natural

gas. And you don't have to get into deep details.
18 A [LYNCH] Oh. 0&N. I don't — so your fuel, as well. Let

me see if I have that here [indicating].

20 Q Just from your calculations and your studies, it looks

21

22

23

like the nuclear is the best deal, but I just wanted to

sort of get a feel for, if it is the best deal, how do

those 0&N costs compare.

2a A [LYNCH] Yeah, and that would include the fuel, I would

25 thi nk, as part of the 0&N?
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Q Uh-huh.

A [LYNCH] There's a lot of numbers. Bear with me a

second.

10

12

13

14

15

16

17

18

19

20

21

22

Okay, So I have 40-year levelized numbers, so if
you took the 50 percent higher gas price, looking at, so

a levelized number would be for the average of 40 years,

under the nuclear we'd have $946 million a year; under

the gas scenario, it'd be $ 1.2 billion per year.

Q Okay. That's fuel?

A [LYNCH] Yeah, that's fuel.

Q Okay. Is there — you know, operation of a nuclear plant

versus a natural gas plant, not just your normal

operation, nuclear plants I would assume would be much

more detailed, or the 08M would be a lot more extensi ve.

A [LYNCH] Oh. So I may have the components, so like if
you wanted fixed fuel, the difference there was — on the

fixed fuel costs, it's $58 million, advantage nuclear.

On the nonfuel variable cost, it would be $28 million,

advantage gas. Is thi s the sort of i nformati on—

Q Yes, yes.

A [LYNCH] Nore components?

COHHISSIONER RANDALL: No, that's good. Thank

23 yoU.

25

WITNESS LYNCH: Can I also ask, while I'm

talking, a quick clarification for Commissioner
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Elam?

10

12

13

15

16

17

18

20

21

22

23

25

COMMISSIONER RANDALL: Certainly.
WITNESS LYNCH: In that percentage, we have

100 megawatts of solar.

COMMISSIONER ELAM: Okay.

WITNESS LYNCH: But in that percentage, it
would probably only reflect 50 megawatts, because

solar peaks at noon or 1 o'lock; the system peaks

in the afternoon at 4 or 5. So the percentages

would probably only have that 1 or 2 percent of

that 50 megawatts.

COMMISSIONER ELAM: [Nodd1ng head. ]

COMMISSIONER RANDALL: Thank you, Madam Chair.

CHAIRMAN HALL: All right. Thank you.

Commissioners, any other quest1ons?

[No response]

EXAMINATION

BY CHAIRMAN HALL:

Q Okay, Dr. Lynch, I just have one. Would you agree with

the statement that, generally, the higher the pr1ce of

the CO„ the better the nuclear units would compare with

any other alternative you might consider, si nce the

nuclear units are emission-free?

A [LYNCH] Absolutely, yes.

Q Okay. And is there any fee, perhaps some kind of fee
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associated with storage, or some something that might

come about that you could imagine, that would make it no

longer economically feasible?

A [LYNCH] No.

CHAIRMAN HALL: Okay. Thank you.

Any redi rect, gentlemen?

MR. WILLOUGHBY: No redirect.

10

12

13

15

16

17

18

20

21

22

23

25

CHAIRMAN HALL: Okay. All right. Panel, you

may step down.

[WHEREUPON, the witnesses stood aside.]

All right. We'l take a break before we go

on. Five minutes.

[WHEREUPON, a recess was taken from 4:50

to 5:00 p.m.]

CHAIRMAN HALL: Thank you. Be seated.

All right, let me just make sure the Applicant

has presented its case?

MR. BURGESS: Madam Chairman, that concludes

SCE&G's case-in-chief .

CHAIRMAN HALL: All right. Before we begin

wi th ORS, someone left a pair of sunglasses in the

hearing room. They are outsi de on the table, so

claim them if they are yours.

All right. Ms. Hudson, hit it.
MS. HUDSON: Good afternoon. The Office of
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Regulatory Staff took the liberty of havi ng Mr.

James take a seat at the stand during the break.

10

[Witness affirmed]

THEREUPON came,

M . ANTHONY JAMES
called as a witness on behalf of the South Carolina Office of

Regulatory Staff, who, having been fi rst duly affirmed, was

examined and testifi ed as follows:

DIRECT EXAMINATION

BY MS. HUDSON:

Q Mr. James, would you please state your full name and

12

13

15

16

17

18

occupation?

A My name is Anthony James. I work for the Office of

Regulatory Staff as the director of New Nuclear

Development.

Q Are you the same Mr. James who caused 15 pages of

settlement testimony and one exhibit to be filed on June

29th in this docket?

19

20

21

A Yes, I am.

Q Do you have any changes, additions, or deleti ons to

either testimony or your exhibit?

22

23

A No, I do not.

Q If I asked you the same questions in your testimony,

would your answers remain the same?

25 A Yes, they would.
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10

12

13

15

MS. HUDSON: Madam Chair, we ask that Mr.

James'estimony be treated as if it were given

orally from the stand, and that his one exhi bi t be

marked for identification and entered i nto the

record as the next heari ng exhibit.

CHAIRMAN HALL: All right. Mr, James'estimony

wi 11 be entered into the record as if
given orally. His exhibit will be Hearing Exhibit

No. 12.

[WHEREUPON, Hearing Exhibit No. 12 was

marked and received in evidence.]

MS. HUDSON: Madam Chair, We also understand

that Mr. James has permission to forgo presenting a

summary of his testimony?

CHAIRMAN HALL: That's fine.

16

17

18

19

MS. HUDSON: If that's the case, Mr. James is

available for cross-examination from the Sierra

Club and questions from the Commission. Thank you.

CHAIRMAN HALL: Okay. Thank you.

20

21

22

23

25

[WHEREUPON, THE PREFILED SETTLEMENT

TESTIMONY OF M. ANTHONY JAMES FOLLOWS

AT PGS 695-710]

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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SETTLEMENT TESTIMONY & EXHIBIT

OF

M. ANTHONY JAMES, P.E.

FOR

10

THE SOUTH CAROLINA OFFICE OF REGULATORY STAFF

DOCKET NO. 2015-103-E

IN RE: PETITION OF SOUTH CAROLINA ELECTRIC & GAS COMPANY

FOR UPDATES AND REVISIONS TO THK CAPITAL COST SCHEDULE

AND SCHEDULES RELATED TO THE CONSTRUCTION OF A NUCLEAR

BASE LOAD GENERATION FACILITY AT JENKINSVILLE, SOUTH

CAROLINA

12

13 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION.

14 A. My name is Anthony James. My business address is 1401 Main Street, Suite 900,

15 Columbia, South Carolina 29201. I am employed by the State of South Carolina as the

16 Director ofNew Nuclear Development for the OfEce ofRegulatory Staff ("ORS").

17 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.

18 A.

19

20

21

22

23

I hold a Bachelor's Degree in Engineerhtg and a Master*s Degree in Earth and

Environmental Resources Management &om the University of South Carolina. I am a

Professional Engineer registered in the State of South Carolina. I have been employed as

a Project Engineer at environmental engineering consulting firms and at the South

Carolina Department of Health and Environmental Control ('DHEC"). I joined DHEC in

1991 and was promoted Irom Pmject Engineer to Program Manager in 1995. As

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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I Program Manager in the Bureau of Water, I was responsible for coordinating DHEC's

2 statewide wastewater compliance efforts. In 2004, I joined the ORS Electric Department

3 as a Senior Electric Specialist and was later promoted to Associate Program Manager.

4 As a member of the Electric Department my responsibilities focused on testifying on

5 various filings by investor-owned utilities, serving as the lead contact for renewable

6 energy activities and implementing management objectives. In 2012, I was promoted to

7 Deputy Director of the Electric and Natural Gas Division. As Deputy Director, my

8 responsibilities grew to include providing general oversight of all activities of the Electric

9 Department as well as the Natural Gas Department and supporting senior management

10 objectives. In 2014, I was promoted to Director ofNew Nuclear Development to provide

11 oversight of the nuclear construction projects in South Carolina. Collectively, I have

12 more than twenty-five years of experience as an envimnmental engineer in regulatory

13 compliance.

14 Q. HAVE YOU TESTIFIED BEFORE THE PUBLIC SERVICE COMMISSION OF

15 SOUTH CAROLINA ("COMMISSION")?

16 A. Yes. I have testified before the Commission in general base rate cases, a number

17 of fuel clause proceedings, and a previous proceeding to update the schedule and budget

18 for the construction of the new nuclear units in Jenkinsville, SC. I have also been an

19 ORS witness in proceedings regarding renewable energy resources, specifically, net

20 metering programs snd smart grid standards. I have also provided updates to the

21 Commission via allowable ex parte briefings.

22 Q. WHAT IS THE PURPOSE OF YOUR SETTLEMENT TESTIMONY IN THIS

23 PROCEEDING?

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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1 A. The purpose of my settlement testimony is to provide an overview of the South

Carolina Electric & Gas Company's (the "Company" or "SCE&G") petition for updates

and revisions to the capital cost schedule and schedules related to the construction of a

nuclear base load generation facility at Jenkinsville, South Camlina ("Petition"), I

summarize ORS's findings regarding SCE&G's Petition and the major components of the

settlement agreement (oSettlement") which ORS supports. Lastly, I discuss ORS's

regulatory oversight activifies with regard to the construction of V.C. Summer Nuclear

Station AP1000 Units 2 & 3 (the "Units").

9 Q. WHAT IS SCE&G REQUESTING IN ITS PETITION?

10 A.

('2
13

14

15

16

17

18

19

Under S.C. Code Ann. 1) 58-33-270(E)(1) of the Base Load Review Act

("BLRA"), SCE&G is requesting the Commission to modify the construction schedule to

reflect new substantial completion dates ("SCDs") of June 19, 2019 and June 16, 2020

for Unit 2 and Unit 3, respectively. SCE&G is also requesting an increase to the capital

cost estimates by approximately $698 million (2007 dollars). See Exhibit MAJ-1. The

$698 million is composed of approximately $453 million in Engineering, Procurement

and Construction Contract (oEPC Contmct") Costs and $245 million in Owner's Costs.

Of the $698 million request, $325 million (which is net of $86 million in liquidated

damages) in EPC Contract Costs and $214 million in owner's costs are attributed to delay

and disputed costs which are discussed further below.

20 Q. WHAT AUTHORITY GUIDES ORS'S REVIEW OF THE PETITION?

21 A.

22

23

ORS is guided by the same statute that permits the BLRA modification request,

S.C. Code Ann. lj 58-33-270(E)(1). It states, 'The commission shall grant the relief

requested, if after a hearing, the commission finds as to the changes in the schedules,

THE OFFICE OF REGULATORY STAFF
1401 Mala Street, Suite 900
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1 estimates, findings, or conditions, that the evidence of record justifies a finding that the

2 changes are not the result of imprudence on the part of the utility...." Using this statute,

3 ORS reviews the Company's request to determine if there has been any imprudence on

4 the part of the utility.

5 g. IN REVIEWING THE PETITION AND SUPPORTING DOCUMENTATION, DID

6 ORS FIND THAT SCE&G ACTED IMPRUDENTLY?

7 A. No, ORS did not. ORS finds that the changes presented in the Petition are not the

8 result of imprudence on the part of the Company; and therefore, in accordance with the

9 BLRA, SCE&G should be granted the relief requested.

10 Q. PLEASE DESCRIBE ORS'S ACTIVITIES IN RESPONSE TO SCK&G'S

11 PETITION.

12 A. ORS issued numerous requests for information and reviewed an enormous

13 amount of data to evaluate the Company's Petition. ORS met frequently with

14 representatives fiom SCE&G's construction, business and finance departments to discuss

15 the details of the Petition and the supporting information. ORS also interviewed several

16 Company technical experts to fully understand the particulars related to various

17 components of the Petition.

18 Q. PLEASE DISCUSS SCE&G'S REQUEST TO MODIFY THE APPROVED

19 CONSTRUCTION SCHEDULE.

20 A. ln August 2014, SCE&G received a preliminary revised construction schedule

21

22

23

&om Westinghouse Electric Company and Chicago Bridge & Iron (the "Consortium")

which shows the Unit 2 SCD to be delayed until late 2018 or the first half of 2019, and

the Unit 3 SCD date to be delayed by approximately one year, thereafier.

THK OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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SCE&G's Petition includes a revised construction schedule ("Revised Schedule")

which shows new SCDs of June 19, 2019 and June 16, 2020 for Unit 2 and Unit 3,

respectively. SCE&G refers to this schedule in its Petition as the revised, fully-integrated

schedule. SCE&G reported to ORS that the Consortium continues to expaience delays

in fabrication and delivery of submodules for the Umts and that these delays are the

primary reason for the Revised Schedule.

7 Q. HAS SCE&G AGREED TO MODIFY THE GUARANTEED SUBSTANTIAL

9 A.

10

(' 12

13

14

15

16

17

18

19

20

21

22

COMPLETION DATES IN THE EPC CONTRACT?

No. SCE&G's rights to liquidated damages from the Consortium are based on the

guaranteed SCDs contained in the EPC Contract. The EPC Contract states that

guaranteed SCDs can only be revised via a change order. In Docket No. 2012-203-E,

SCE&G presented an agreement signed by the Company and the Consortium which

became the basis for Change Order ¹16. The Commission approved the agreement in

Order No. 2012-884 resulting in a revised schedule that included new SCDs which would

match the guaranteed SCDs in the EPC Contract.

In this case, SCE&G has not agreed to a change order or an agreement supporting

revised guaranteed SCDs. Consequently, should the Commission decide to approve the

Company's request, the EPC Contract will retain the guaranteed SCDs of March 15, 2017

and May 15, 2018 for Unit 2 and Unit 3, respectively, as approved in Order No. 2012-

884. However, as set forth in the Revised Schedule, the project would proceed toward

the new SCDs of June 19, 2019 and June 16, 2020 for Unit 2 and Unit 3, respectively. If

these new SCDs are approved, the guaranteed SCDs in the EPC Contract would be

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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different trom SCDs in the Commission's order. The tables below show the history of

the SCDs for the Units.

Substantial Completioa Dates

Unit 2:

i 'JLsltII6"--:::-::::,:-:::i!::::-:i:-,::='-:.ll':!:-:-i,'ll',"'"3JIEr2(trI7 ''
- '''i'll'i'i:',:i!-',:ik'isJJ2@I9' '

1

Unit 31

-'.-:'-.:-:titiIJ2(11%'-::::::-,"-'"."."-,",::::-=:,',- ' Sr1%2tilg..": gJstsrr2(12(i

7 Q. DOES THE DIFFERENCE IN GUARANTEED SCDs IN THE KPC CONTRACT

8 AND THE SCDs PRESENTED FOR APPROVAL UNDER THE BLRA IN THIS

9 PETITION CREATE A CONCERN FOR ORS?

10 A. No. Although the new SCDs will not have the dual-binding impact of the

11 Commission order and the EPC Contract, the Commission orders, as always, will

12 continue to govern ORS's determination of SCE&G's ability to adhere to the approved

13 schedule.

14 Q. HOW DO THE NEW SCDs RELATE TO THE FEDERAL PRODUCTION TAX

15 CREDITS?

16 A.

17

18

19

20

SCE&G is eligible to receive approximately $2.2 billion ($ 1.1 billion per unit) in

federal production tax credits if the Units are placed in service prior to January 1, 2021.

The new SCDs meet that date. However, the 18-month boundary currently approved by

the Commission in Order No. 2009-104(A) allows the SCD for Unit 3 to extend beyond

January 1, 2021.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
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1 Q. PLEASE DISCUSS SCEtlttG'S REQUEST TO MODIFY THE CAPITAL COST

2 ESTIMATES.

3 A. The Company is requesting to increase the base project cost by approximately

$698 million (2007 dollars). See Exhibit MAJ-1 for a breakdown of costs in 2007

dollars. The gross construction cost of the Units will increase by approximately $ 1.1

billion (future dollars).

Base Project Cost ($000)

(2007 Dollars)

10

'$'4,$1)S'r'405,:::-:::,:,i:,-;::,;;::-'-:;1':,";;".;-:„:;-;:,.".ss~- '-::-::;, .-
I

„",-, ~~)
Gross Coastruction Cost ($000)

(Future Dollars)

12 Q. PLEASE PROVIDE A BREAKDOWN OF THE INCREASE IN THE BASE

13 PROJECT COST.

14 A. The increase of approximately $698 million can be represented by two major cost

15 categories, EPC Contract Costs totaling $453 million and Owner's Costs totaling $245

16 million.

17 Q. PLEASE PROVIDE A BREAKDOWN OF THE EPC CONTRACT COSTS.

18 A. With reference to Exhibit MAJ-1, the EPC Contract Cost is approximately $453

19

20

21

million which consists of $411 million in delay and other estimated at completion

("EAC") costs (or $325 million which is net of $86 million in the projected recovery of

liquidated damages from the Consortium); $72 million in design finalization costs; $ 56.5

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
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1 million in change order costs; and a reduction of $ 107,000 for switchyard re-allocation of

2 costs.

3 Q. WHAT CHANGE ORDERS ARE IN THE PETITION?

4 A. The Petition includes the following 10 change orders totaling approximately

5 $56.5 million:

Change Orders ($000)

1 Plant Layout Security
2 Cyber Security Upgrades
3'Schedtde Mitigation for Shiekl Buildiag Panels
4 Federal Health Care Act (CO ¹20)
S,Plant Reference Simuhtor ¹c 8/W (CO ¹19)
6,Ovation and Common Q 162C Training Sys.
7 Simulator Devekpment System
8 ITAAC Maintenance (CO ¹21)
9 Warehouse Fire Security

10 Perch Guards (CO ¹18)

$ 20,350

'8,816

'2,100

2,182

lt100
880
605

372

121

14

Total Costs Due to Change Orders $ 56,540

9 Q. DOES ORS HAVE A RECOMMENDATION REGARDING THE CHANGE

10 ORDERS?

11 A.. Yes, given that several change orders are being negotiated, ORS recommends the

12 Company track and report final change order costs in its quarterly reports filed with the

13 Commission.

14 Q, PLEASE DISCUSS THE OWNER'S COSTS.

15 A. With reference to Exhibit MAJ-I, the Owner's Costs increase of approximately

17

$245 million includes $214 million in owner's costs associated with the delay and $31

million in owner's costs not associated with the delay.

THE OFFICE OF REGULATORY STAFF
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I Q. PLEASE ELABORATE ON OWNER'S COSTS ASSOCIATED WITH THE

2 DELAY.

3 A. Owner's costs associated with the delay is approximately $214 million which

4 consists of $ 125 million in owner's labor cost revisions; $30 million in owner's risk

5 insurance and workers compensation insurance; $6.5 million in additional information

6 technology ("IT") costs; $6 million in facilities cost increases; and $46 million in other

7 costs.

8 Q. PLEASE ELABORATE ON OWNER'S COSTS NOT ASSOCIATED WITH THE

9 DELAY.

10 A. Owner's costs not associated with the delay is approximately $31 million which

ll consists of $7.5 million for 64 additional employees; $7 million in Nuclear Regulatory

('' ', 1 2 Commission ("NRC") fees; $3.3 million in other IT costs; and $ 12.8 million in other
t 1

13 costs.

14 Q. HOW MUCH OF THE PETITION'S TOTAL INCREASE IS RELATED TO

15 DELAY AND OTHER DISPUTED COST?

16 A. Approximately $539 million (or 77%) of the $698 million increase is related to

17 delay and other disputed costs which includes $411 million in delay and other EAC costs

18 (or $325 million which is net of $86 million in projected recovery of liquidated damages

19 Irom the Consortium), and $214 million in owner's costs associated with the delay.

20 Q. DOES ORS HAVE ANY FINDINGS OR RECOMMENDATIONS?

21 A. Yes. ORS evaluated the Petition with regard to its statutory responsibility to

22

23

represent the public interest by balancing the (1) concerns of the using and consuming

public; (2) economic development and job attraction and retention in South Carolina; and

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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(
1 (3) preservation of the financial integrity of the state's public utilities. OKS also

2 evaluated the Petition with regard to Section 58-33-270(E) of the BLRA which states:

"The commission shall grant the relief requested if, after a hearing, the

commission finds:

(1) as to the changes in the schedules, estimates, findings, or

conditions, that the evidence of record justifies a finding that

the changes are not the result of imprudence on the part of the

utility..."

ORS met 1'requently with representatives fmm SCE&G's construction, business

10 and finance departments to discuss the methodology used to produce the estimates in the

11 Petition. While the Company's owner's costs estimates are well supported, the EAC cost

12 estimates provided by the Consortium, and adjusted by the Company, do not reflect the

13 same level of detail as compared to the owner's costs estimates. Nevertheless, based on

14 ORS's review; SCE&G's in-depth evaluation; and, SCE&G's adoption of the proposed

15 schedule and budget, ORS finds the cost estimates to have sufficient support and provide

16 a reasonable basis to proceed with the Units.

17 As ORS considers its statutory responsibility to represent the public interest in the

18 context of the requirements of Section 58-33-270(E)(1) of the BLRA, ORS finds that the

19 changes presented in the Petition are not the result of imprudence on the part of the

20 Company; and therefore, in accordance with the BLRA, SCE&G should be granted the

21 relief requested.

22 Q. WHO ARE THE PARTIES TO THE SETTLEMENT?

THE OFFICE OF REGULATORY STAFF
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1 A. ORS, SCE&G, and the South Carolina Energy Users Committee (collectively, the

2 "Settling Parties" or the "Parties") filed the Settlement with the Commission on June 29,

3 2015. There are two other intervening parties in this docket: CMC Steel South Carolina

4 and the Sierra Club.

5 Q. WHAT ARE THE MAJOR COMPONENTS OF THK SKTTLKMKNT?

6 A. The Parties agree that the Revised Schedule and capital cost estimates presented

7 in the Petition are consistent with the BLRA and should be approved by the Commission.

The Parties also agree that beginning with any revised rates filing made on or

9 after January 1, 2016, and prospectively thereafier until such nme as the Units are

10 completed, SCE&G will develop and calculate its revised rates filings using 10.5% as the

11 return on common equity rather than the approved return on common equity of 11%.

( I

12 Q. DOES ORS SUPPORT THE SETTLEMENT?

13 A. Yes. ORS supports this Settlement and finds it to be in the public interest. With

14 the reduction of the return on equity &om 11%a to 10.5%, the total impact is estimated to

15 be approximately $ 15 million in savings to ratepayers. ORS respectfully requests that the

16 Commission approve the Settlement.

17 Q. WHAT ESTABLISHES ORS'S OVERSIGHT RESPONSIBILITIES?

18 A. Section 58-33-277(B) of the BLRA states that "[t]he OfFice of Regulatory Staff

19 shall conduct on-going monitoring of the construction of the plant and expenditure of

20 capital through review and audit of the quarterly reports under this article, and shall have

21 the right to inspect the books and records regarding the plant and the physical progress of

22 construction upon reasonable notice to the utility."

23 Q. WHAT ARK THK PRIMARY AREAS OF ORS'S OVERSIGHT ACTIVITIES?

THE OFFICE OF REGULATORY STAFF
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2 estimates. Section 58-33-275(A) of the BLRA states, "...capital costs are prudent utility

3 costs and expenses and are properly included in rates so long as the plant is constructed

4 or is being constructed within the parameters of: (1) the approved construction schedule

5 including contingencies; and (2) the approved capital costs estimates including specified

6 contingencies."

7 Q. DESCRIBE ORS'S MONITORING OF THE APPROVED SCHEDULE.

8 A. ORS visits the construction site in Jenkinsville at least twice per week to perform

9 on-site reviews of numerous documents that relate to the approved construction schedule.

10 These documents include, but are not limited to: the weekly construction activities report,

11 detailed construction schedules, milestone comparison activity report, milestone schedule

12 recovery plans, major component fabrication status log and meeting minutes. ORS also

13 attends on-site Plan of the Day meetings with "trout-line" Project Managers to learn

14 about immediate construction activities and challenges. On a monthly basis, ORS and its

15 consultant meet with SCEttkG's on-site lead project representatives to discuss the overall

16 status of the Units and perform an in-depth site tour to observe construction progress.

17 Q. WHAT OTHER ACTIVITIES DOES ORS PERFORM AS PART OF ITS ON-

18 GOING CONSTRUCTION SCHEDULE MONITORING?

19 A. In addinon, ORS reviews the Company's required quarterly reports, which,

20

21

22

among other things, provide a status of the approved BLRA milestone schedule. The

BLRA milestone schedule consists of 146 milestone activities. ORS verifies the status of

each milestone activity to ensure the construction activity is in accordance with the

THE OFFICE OF REGULATORY STAFF
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I Commission's order. Milestone activities are allowed to be accelerated by up to 24

2 months or delayed by up to 18 months.

3 Q. PLEASE DESCRIBE ORS'S MONITORING OF THE APPROVED CAPITAL

4 COST ESTIMATES.

5 A. ORS compares the capital cost estimates approved by the Commission to the cost

estimates in the Company's quarterly reports. This comparison focuses on the 9 major

cost categories, which are:

10

12

13

15

16

1. Fixed with No Adjustment

2. Firm with Fixed Adjustment A

3. Firm with Fixed Adjustment B

4. Firm with Indexed Adjustment

5. Actual Crafl Wages

6. Non-Labor Cost

7. Time & Materials

8. Owner's Costs

9. Transmission Projects

17

18

19

20

21

22

23

24

25

ORS evaluates cost varisnces which may be due to various project changes (e.g.,

shifts in work scopes, payment timetables, construction schedule adjustments, change

orders, etc.) to determine if the cumulative amount of these changes impact the total

approved capital cost of the project (in 2007 dollars).

In a similar fashion, ORS compares the approved project cash flow to the project

cash flow in the Company's quarterly reports. This comparison focuses on any impact to

annual cash flow requirements.

Lastly, allowance for funds used during construction and escalation rates are

evaluated to determine ifappropriate rates have been applied.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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I Q. WHAT OTHER ACTIVITIES DOES ORS PERFORM AS PART OF ITS ON-

2 GOING MONITORING OF THE APPROVED CAPITAL COST ESTIMATES?

3 A. During on-site visits, ORS reviews documents that may impact the project budget.

4 Examples of such documents are contract amendments and change orders. ORS also

reviews invoices associated with completed milestone activities to ensure milestone

payments are consistent with the EPC Contract milestone payment schedules. In

addition, ORS's Audit Division further evaluates the Company's actual project

expenditures.

9 Q. PLEASE ELABORATE ON ORS'S AUDIT DIVISION'S EVALUATIONS.

10 A.

12

13

ORS Audit Division personnel conduct regulatory audit procedures on the

Company's recorded project expenditures. ORS evaluates the Company's accounting

controls over project expenditures and, based on this evaluation, ORS determines the

extent to which these controls prevent improper payments.

14 Q. DOES ORS EXAMINE EACH DISBURSEMENT TO ENSURE THAT THE

15 CONTROLS OVER DISBURSEMENTS ARE BEING PROPERLY APPLIED?

No. In accordance with standard audit procedures, ORS examines a sample of

expenditures to ensure that the controls are being applied. These samples are selected

6om the entire population of charges to the construction project account.

19 Q. PLEASE DESCRIBE THK PROCEDURES PERFORMED TO ENSURE THAT

20

21 A.

22

23

DISBURSEMENTS COMPLY WITH THE INTERNAL CONTROLS.

For each disbursement selected, Audit staff examines vendor invoices to ensure:

invoices are from valid vendors; charges included are related to the project; the charges

are for the correct time period; invoices are mathematically correct; proper approval

THK OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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1 signatures are evident on the invoice routing docuinents; accounts charged sre consistent

with the nature of the disbursements; and items have been charged to the proper EPC

Contract cost category.

4 Q. WHAT OTHER MONITORING ACTIVITIES DOES ORS PERFORM?

5 A. ORS technical sta6; as well as, senior and executive management, participate in

quarterly meetings with SCE&G's executive management. ORS meets quarterly with the

10

(
, 12 g.

13

14 A.

15

16

17

Consortium representatives, attends NRC public meetings held near the site, and

participates in NRC conference calls to monitor federal licensing activities. Additionally,

ORS traveled to fabrication facilities in South Camlina, Virginia, Louisiana, and Florida

to monitor the fabrication ofmajor structural modules, shield building panels, mechanical

modules and components.

ARE THE RESULTS OF ORS'S OVERSIGHT ACTIVITIES AVAILABLE TO

THE PUBLIC?

Yes. Subsequent to each quarterly report filed by SCE&G, ORS generates a

report which details ORS's review of the Company's quarterly report as well as other

notable activities related to the construction of the Units. ORS reports are non-

confidential and available at www.re late staff sc. ov. In addition to ORS's review of

19

20

21

SCE&G's quarterly reports, ORS responds to the Company's annual request for revised

rates. ORS examines SCE&G's annual revised rates filing which seeks rate recovery to

cover the financing of project expenditures. ORS reviews the request and issues a report

documenting its findings.

22 Q. DOES THIS CONCLUDE YOUR SETTLEMENT TESTIMONY?

23 A. Yes, it does.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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10

12

13

14

15

16

CHAIRMAN HALL: Al 1 right. Mr. Guild?

MR. GUILD: Thank you, Madam Chairman.

CROSS EXAMINATION

BY MR. GUILD:

Q Good afternoon, Mr. James.

A Good afternoon, sir.
Q A few questions for you.

A Sure.

Q You became — you took your current position when, sir?

A That would be February of last year.

Q 2014?

A Yes, sir.
Q All right, And pri or to becoming the di rector of New

Nuclear Development for ORS, what position did you hold

at the agency?

A I was deputy director of the Natural Gas and Electric

17 Department.

18 Q All right, sir. And I happened to look at the ORS

19

20

website and I see Anthony James at the top of the list,
but I see under you a Gene Sault?

21

22

23

25

A Yes, sir.
Q Did I pronounce that correctly?

A Yes, sir.
Q S-o-u-1-t?

A Uh-huh.

OL OF
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Q And is that a Mister?

A Right.

Q Mr. Soult? What is Mr. Soult's position?

A He is the senior analyst. He assists us with the New

Nuclear Development activities.

10

Q I see, all right. And I see Trish Jerman, and she used

to run the Energy Office, and now it's under you; is

that right?

A That is correct.

Q And Ms. Jerman, does she have any responsibility for New

12

13

15

16

17

19

20

21

Nuclear Development?

A No, she does not?

Q Gene Kokoli s, energy specialist .
I' 1 ooki ng—

A George Kokolis?

Q I'm sorry, George.

A And he shares some of his time with New Nuclear

Development, as well as the Energy Office.

Q All right. Julia Parris, energy specialist?

A Energy Office.

Q All right . And anythi ng to do wi th New Nuclear

Development?

22

23

24

25

A No,

sir .

Q Okay. Jenni fer Sat terthwai te, associ ate program

manager. Does Ms. Satterthwaite have any

responsibilities in the nuclear area?

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
709

of739

Docket 2015-103-E South Carolina Electric 8 Gas Co.
Nuclear Construction Updates and Revisions

713

A No, she does not.

Q And Jake Scoggi ns, energy specialist . What does Jake

Scoggins do?

A No interaction with NND.

Q Okay. Blaine Walker, senior energy specialist, any

10

nuclear responsibility?
A No, sir.
Q And Susan Way, administrative coordinator, any nuclear

responsibility?
A No, sir.
Q Am I missing anybody? That was just all that was on the

12 websi te.

13

15

16

17

19

20

21

22

23

A That's the gang.

Q Okay. All right. Now, what nuclear engineering, or

construction, or operational experi ence do you have, Mr.

James?

A I have worked in providing oversight for the development

of the project in some capaci ty since the original
license.

Q Okay. Do you have any background or trai ni ng outsi de of

ORS in those areas? Nuclear engi neeri ng or—

A No, I do not. It's entirely regulatory oversight.

Q Okay. So you haven't worked in the commercial nuclear

industry or construction?

25 A No, I do not . We retain a private consul tant, Mr . Gary

OL OF
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Jones, out of Chicago.

10

Q All right,
A And we also have Nr. Gene Soult on the staff. He's had

over 30 years of experi ence in nuclear constructi on.

Q All right. And neither Nr. Jones nor Mr. Soult are

testifying in this proceeding?

A No, they'e not.

Q The buck stops in front of you, right?

A Hopefully, I'm a decent witness.

Q Well, I'm sure you will be, but—

[Laughter]

12

13

15

16

17

18

19

20

21

22

23

25

— nonetheless, the folks who actually have nuclear

experience in the private sector and construction

operations are these other two gentlemen, and they'e
not with us today to testify, right?

A That is correct. We settled our — we settled the case,

our issues with the case, and I'm here to present the

settlement.

Q Understood. Now, I had an occasi on to be able to review

the Harch 19, 2015, South Carolina Office of Regulatory

Staff review of SCERG's 2014 fourth-quarter report on

the Summer units. That's your most recent quarterly

review, is it not?

A Yes; sir.
Q And this is part of your office's regular review

OL OF
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10

12

13

14

15

16

17

responsibilities under the BLRA, of reporting on your

oversi ght acti vi ti es, correct?

A Yes, we monitor and report — the report there is not

requi red by the BLRA, but we do generate that for public

consumption.

Q Oh, that's good. But you do the review and then you

tell us, the public, about what that review has been,

responding to the company's quarterly reports that

precede yours, correct?

A Exactly.

Q And this one, obviously, as I said, was dated March 19,

2015, but you'e evaluating a fourth-quarter 2014 report

that was published someti me before that March date.

A There's a 45-day lag before SCE&G puts their report out,

and then there's another lag before we can issue our

report.

Q Okay. Thank you, that helps. And your testimony, I

18 take it you have available to you?

19

20

A Yes,

sir .

Q Okay. Page 15, I was looking at, line five, and I'm

21

22

23

25

reading, "ORS technical staff, as well as senior and

executive management, participate in quarterly meetings

with SCE&G's executive management," et cetera. And when

you use the term "ORS technical staff," who are you

referr1ng to with that term, Mr. James?

OL OF
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1 A That would be — these meetings here would include, of

course, Gene Soult, myself, and it would also include

the Electric Department's technical staff, as well.

Q Okay. And do those include any other nuclear experts,

aside from the two gentlemen you mentioned earlier?
6 A No, it would not.

7 Q So when you say "technical staff, " you referring to Nr.

Soult; is that right?

A Yes, and Nr. Gary Jones.

10 Q And Nr. Gary Jones. Okay. Those two, those are the

"technical staff" that you 'e referring to?

12 A We'e a three-man team, that's right.

13 Q Okay. And then, as well as senior and executive

15

management. You'e senior, and who's the executive or

who might that be?

16 A That would be Dukes Scott.

17 Q Ah, I knew he'd be there.

[Laughter]

19

20

21

All right. Did the bunch of you guys travel to

South Carolina, Virginia, Louisiana, Florida? Did you

get to go to any of those places?

22 A I did.

23 Q Anybody go to Japan?

24 A Nobody went to Japan, but that's still on the agenda.

25 Q And you'e missing Oregon, too, because we'e got some
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good stuff going on there.

2 A Yeah, we'e intending to go to all of those places.

3 Q All right. Page 10 of your testimony, line 11, you say

this: "While the company's owner's costs estimates are

well supported, the EAC cost estimates provided by the

consortium, and adjusted by the company, do not reflect
the same level of detail as compared to the owner's

costs

estimates 

.
" Tell me a little bit about what that

means.

10 A Well, I think what I wanted to convey here is that, you

12

13

15

16

17

18

20

21

22

23

25

know, as we did our revi ew, I think we found ourselves

in new terri tory where we weren't able to tick and tie
all of the costs to the origin. Typically, with the

owner's costs, all of those costs are well defined and

we could tie them all the way to the origin. But the

EAC costs, those are developed by the consortium and

given to the company, and so, since we don't regulate

the consorti um, we can't sit across the table or issue

information requests and say, "Show us where this number

comes from." So we found ourselves for the first time

in any of my reviews where we were seemingly one step

removed from getting to the origin of the costs.

So that's what I wanted to convey here, that that

was different. And even when there's an entity where we

don't regulate, when we try to follow the money to where

OL OF
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12

13

14

15

16

17

18

19

20

21

22
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25

the origin is, there's usually a contract or something

that gi ves us that original cost. But in these

circumstances, it was a massive spreadsheet generated by

the consorti um, given to SCE&G. So I wanted to get that

point across.

Q Yeah, that helps. Well, in this case, of course, those

costs supplied by the consortium are subject to a

contract that SCE8G has, and that's this EPC contract

that ' been in discussion i n thi s case, And that

contract did not give ORS access to the consortium's

working papers or supporti ng materials for those costs?

A It does not.

Q And so, as you say, for that reason you were unable to

verify the support for those costs that came from the

consortium?

A Yeah, it was difficult for us, because, you know, it was

uni que, and so we ended up aski ng more questions than I

can recall for a very long time. And we had multiple

meetings about how to get comfortable with those costs.

If we can't tie the costs, I don't know how we can

support them. So we did have multiple meetings with

SCE&G staff, and we ultimately ended up and said, "Well,

who at SCE&G actually vetted the costs with the

consortium? " And they had a team in place that did

spend many months — or, months to look at those costs,

OL OF
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10

12

13

14

15

16

as well . So we asked to sit down with those individuals

and ask them questions, and see what questions they

asked the consortium. So we tried to close the gap in

that manner. And we did learn from that type of

questi oni ng that we got more comfortable wi th i t, but

what was most important, I thi nk we learned that

CB&I/Westinghouse, they have schedule and audit experts,

just like SCE&G does. I think they talk the same

language. So we eventually got more comfortable with

those numbers. And then seeing in testimony where

senior management at SCE&G did elect to put ln testimony

that they approved those costs, based on their
experience and their review, for presenti ng those costs

to the Commission — so when we coupled all of that

together, we did find enough support to find those costs

reasonable.

17 Q You 'e been present during the hearings yesterday and

18 today?

19

20

21

22

23

25

A Yes,

sir .

Q All right. You heard me ask a couple of witnesses, or

one or more witnesses, about the goings-on at

Westinghouse's parent, Toshi ba, the Japanese parent?

A Yes, sir.
Q And it's reported that there are major problems with

their financial reporting, that they exaggerated their

OL OF
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12

13
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16

17

18

19

20

21
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23

25

profits and that they distorted, in particular, the

costs associated with this project, with building these

nuclear plants. And yet, you say that the only costs

you have access to were the costs that SCE&G says they

relied on, coming from the consortium. You weren't able

to even verify the consortium's costs, right?

A Not tick and tie all the numbers, but I think the

methodology we became comfortable with, we understand

where the source of the numbers come from, and they

satisfy the BLRA, we believe, as providing a reasonable

esti mate for a budget. I thi nk we got there.

Q Before today when I posed a question based on these news

reports, was ORS aware that there were substantial

discrepancies in the — reported discrepancies 1 n the

Toshi ba numbers for the costs of this project?

A I was not aware of that.

Q So if there are discrepancies in those numbers, the

numbers that were given by the consortium to SCE&G,

which you weren't able to verify, they'd be unreliable.

A I wouldn't say they were unre- — I think we got

comfortable wi th the numbers that were presented wi 11 be

the costs that are necessary to complete the plant. I

think we'e done a lot of digging. I believe that's a

fair esti mate to provide a budget to move forward .

Q If I were to ask you to suppose, though, that Toshi ba's
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15

16

17

18

19

20

21

22

23

25

subsidiary Westinghouse falsified numbers about the

costs to complete this project in order to make their
financial position look more attractive—

MS. HUDSON: [Indicating.]

MR. GUILD: Let me complete my question.

BY MR. GUILD:

Q If I were to ask you to suppose that they falsified
those numbers to make this project look more attractive,
wouldn't that cast doubt about the reliability of the

cost esti mates that you rely on in recommending approval

to this Commission?

MS. HUDSON: Madam Chai r, I object to that

question. Counsel is aski ng the witness to

speculate.

MR. GUILD: It's cross-examination, Madam

Chair.

MR. BURGESS: Madam Chair, we would join in

that objection, and I would also add that Mr.

Guild ' making statements that no witness has made

— has said in their testimony today. He'

attributed those accounting irregularities to

Toshi ba and has indicated they 'e directly
reflecting on our uni t, and no one has given any

testi mony in this proceeding related to that fact.

MS. HUDSON: If Mr. Guild ls reading from a
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newspaper article or reporting this information

from an article, that's also hearsay, and I would

object to it on that ground, as well.

MR. GUILD: I mean, I don't know where the

Rules of Evidence suggests, Madam Chair, that a

lawyer asking a question can't ask a hypothetical

or ask a witness to suppose any set of facts. I

certainly wouldn't impose on Mr. James or any other

witness the obligation to assume that they'e true.

They can certainly say, " I don ' know. " They can

dispute them, if they do know. But I'm entitled,
in open cross under the South Carolina Rules of

Evidence to pose a question — and I submit to you,

as an officer of the court, that Bloomberg News

reports the facts that I just summarized. Now,

that doesn' mean I' testifying; I' just telling
you, for the record, that there is a source that is

reliable, generally, in the financial communi ty,
that's making these reports about these very units
— of whether ORS knows anything about it and

whether that would bear on their recommendations to

this Commission.

CHAIRMAN HALL: All right. We'l let Mr.

James answer to the best of his ability,
WITNESS: Try again. I think I 've lost the
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gi st.
2 BY MR. GUILD:

3 Q If I ask you to suppose, as I understand has been

10

reported, that there was false reporting on the costs of

these units — the costs to complete these units — by

Westinghouse, Toshi ba ' subsi diary or affiliate, might

the falsification of those cost records bear on the

reliability of your recommendation that the Commission

should accept the projected costs to complete these

units?

A If there was evidence that those numbers were unreliable

12 or somehow manipulated, then, of course, it would.

13 Q And just for purposes of understanding how ORS goes

15

16

about doing its business, don't take my word for it, but

Google it. Just go on the Internet. Bloomberg News.

Look it up.

17 A I'm going to do that, sir.
18 Q Okay.

19 [Laughter]

20

21

And if you find that I'm not making this up, will

ORS even look into this? Will you check it out for us?

22 A We'e going to check it out tomorrow, sir.
23 Q Thank you. Good. Now, in your quarterly report, the

March ig, 2015, do you have access to that?

25 A No, I don't have 1t.
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Q If I can get counsel 's permission, I 'll pass you a copy

of it. I'm just handing you that [indicating].

A [Indicating.]

MS. HUDSON: [Indicating.]

BY MR. GUILD:

Q It's not the full report; it's just some excerpts from

it, Mr. James. But what I was looking at is the

executive summary, iii . Do you have that in front of

you?

10

12

13

15

16

17

18

19

20

21

22

23

25

A Oh, I gotcha. Okay.

Q I just wanted to di rect a question or two — I'm sorry.

Turn to the next page; it's iv on the next page. Do you

see that?

A Yes.

Q Okay . That fi rst full paragraph, I' readi ng, "Until

the revised fully-integrated schedule is finalized, ORS

wi 1 1 not have the ability to moni tor and provide updates

on the status of the milestone activities." Do you see

that?

A Yes, sir.
Q And that was your statement as of the date of this

report, March 19, 2015 . Have you done that since this
report was written?

A No, we have not.

Q So the schedule that's been provided is not something
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that ORS has been able to validate for purposes of

recommending approval by this Commission, correct? The

milestone schedule.

A Well, I think what we tri ed to get at in this statement

here is that we weren't getting regular updates because

the fully integrated schedule was in the process of

being developed. So we just elected to not try to

speculate on what was an actual schedule, and we point

10

12

13

15

16

17

20

21

22

23

25

you to what SCEKG puts in their report on the status of

the milestones.

Q Understood. That's fine. If I could get you to turn,

please, to page 17 in that same report, you should have

that page, I hope.

A Gotcha.

Q It's a section entitled "Structural Nodules."

A Yes, sir.
Q I' reading, "As identified in previous ORS revi ews, the

most significant issue related to the construction of

the uni ts remai ns the conti nued inability of Chicago

Bridge 8 Iron/Lake Charles and the other subcontracted

module fabricators to reliably and predictably meet the

quality and schedule requirements for fabri cati ng and

delivering the submodules, including the associated

quality related documentation. However, ORS notes that

there has been significant progress made in this area

OL OF

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA



ELEC
TR

O
N
IC
ALLY

FILED
-2018

N
ovem

ber2
4:48

PM
-SC

PSC
-D

ocket#
2017-370-E

-Page
722

of739

Docket 2015-103-E South Carolina Electric II Gas Co.
Nuclear Construction Updates and Revisions

726

during the review period." Does that remain your

position?

3 A That's fair. That's fair.

Q Now, that significant progress that you identify in that

last sentence, did you take into account the NRC

inspection report and the reports regardi ng the

breakdown in the quality assurance program at CBKI, that

we discussed earlier today?

9 A I think this language here tries to capture all of the

10

12

13

15

16

17

18

19

quality assurance issues. I think where we are today is

that we'e seen improvements from Lake Charles. We'e

seen that, when they finally get to the site, they don'

require rework. They get the site and they have the

supporting documentation. That was not the way it was

maybe a year ago. They'e coming to the site not

requiring rework, they have the supporting

documentati on, but we still see that they are trickling
in. They'e not meeting the schedule that we believe—

that we would like to see.

20 Q Okay. Second paragraph, again at page 17, regarding

21

22

23

25

structural modules, the second sentence, if I'm reading

my sentences ri ght .
I' begi nni ng to read i n the middle

of that paragraph: "Repairs to the submodules and

fabrication work on CA01 were progressing well in the

MAB." You see that?
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A Yes,
sir .

Q Well, what are those repairs about? I thought the

submodules were doi ng great when they were supplied by

the fabricators. What are they repairing?

A There's always ongoing repairs. I thi nk CA01 has been a

good example of putting all the modules together with

seemingly less rework than we'e seen. lhat module is
completed, rolled out, and it's ready to be installed.
I think i t ' scheduled to be set in place tomorrow.

There is a success story on getting the modules here and

finally getting them assembled with limited rework—

there' always going to be some rework, seems like. I

think CA01 is a good example.

Q All right. But, nonetheless, even as of March of this
year and your last quarterly report, there was a

necessity to undertake repairs of submodul es and modules

received from Lake Charles and other CB&I fabri cators?

A I think there will always be some level of rework.

Q Page — the same page — 17, the second-to-last paragraph:
"An issue in the capacity of the heavy-lift derrick to

handle the Unit 3 module CA01 has been recently

1dentifi ed. The 1ssue developed because design changes

added weight to the module." You see that?
A Yes, sir.
Q So why did design changes add weight to the module, such
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21

that you couldn't lift it, or had difficulty lifting it?
A I think that was — the details of the design changes, I

don't know, but as the module was put together, the

weight and center points were shifted, and it turned out

that there had to be some type of modification for the

heavy- lift derri ck to move it .

Q What modification?

A I don't know the details of the modifi cation.

Q That ' a pretty big deal, i sn
' it? I mean, if you 'e

depending on that derri ck being able to heft that piece

of equipment and you make a change to the piece of

equipment, don ' you reckon you

would 

'e taken into

account the capacity of the derrick before you made the

change to the equipment?

A I think all of those were taken into account. On the

grand scheme of things, this resolved itself rather

quickly. It's been moved out on the site; it's been

moved out of the NAB. It's ready to be lifted in place

probably tomorrow. It's somethi ng we noted here, but I

don ' believe it ' something that significant .

Q Well, it was recently identified, and I guess you'e
22 sayi ng i t ' been f i xed?

23

25

A It's resolved, yes.

Q What did they do, did they sort of add some more

derrick, or add a little less CAO1? How did they fix
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i t?

A I think they may have moved the lifting lugs or adjusted

the straps that hang from the — from the heavy-lift

derrick, to get the correct wei ght di stri buti on .

Q Okay. The end of your report has an Appendix C, and I

think that's included with the copy I have before you.

It's license amendment requests. You see that? It
should be at the very back, unless I didn't give it to

you.

10

12

13

14

15

A [Indicating.] I don't think I have that.

Q All right. Well, I'l share mine, if that's not with

your copy. Let me just ask first, what is a "license

amendment request," as you guys use the term in your

review?

A Changes to the design basis. It requires NRC approval

16 to license it.
17 Q All right. And there are a number of those outstanding,

18 or a number required?

19 A There are going to be a lot of LARs, is what we call

20 them.

21

22

23

24

Q Okay. And these are — can you characterize generally

why you would need to change a design at this late stage

of the game?

A I think it has more to do with constructability. I

25 think most of these turn out to be an interpretation of
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— or difference in interpretation on what's required for

a license change, but for the most part, I think when

you actually go to construct what the design says,

there's seemingly not a di rect alignment wi th what the

licensing says is needed for constructability.

Q I counted a bunch that were just curi ous to me. There

10

12

13

14

are — one, two, three, four — there are six of these

LARs that involve some aspect of what they denote as

human factors engineering, right? 13-10, human factors

engineering integrated plan. 13-16, revision to human

factors engi neeri ng design verifi cati on plan. 13-17,

revi si on to human factors engi neeri ng task support

verification plan. Et cetera. How is "human factors"

used, as the term is employed in these LARs, Mr. James?

A I'd have to rely on some technical support there. I'm

16 not familiar exactly wi th that.
17 Q Any idea why, at this late stage, we have six separate

18

19

design changes that have to do with what are denoted as

var1ations on that theme, human factors engineering?

20 A I don't know.

21 MR. GUILD: A moment, Madam Chair.

22 [Brief pause]

23 BY MR. GUILD:

24 Q Mr. James, what involvement does ORS have in

25 participating in or overseeing the negotiations between
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SCE&G and the consortium, with regard to the disputed

delay costs that have been the subject of discussion in

this hearing?

A We have not been — I have not been involved in any

negotiations at that level.

6 Q Anyone else with your staff?
7 A I don't believe anyone at ORS has been involved at that

level.

10

12

13

MR. GUILD: Mr. James, thank you, very much.

That ' all the question I have, Madam Chair,

WITNESS: Thank you, sir.
CHAIRMAN HALL: All right. Thank you.

Commissioners. Commissioner Whitfield.

VICE CHAIRMAN WHITFIELD: Thank you, Madam

15 Chairman.

16 EXAMINATION

17 BY VICE CHAIRMAN WHITFIELD:

13 Q Mr. James, I'e got a couple of questions for you.

A Yes, sir.
20 Q On page five of your prefiled testimony, settlement

21 testimony.

22 A Uh-huh.

23 Q I'l give you a second to get there. Page five, along

24

25

about lines four and five. You state that SCE&G

reported to ORS that the consortium continues to
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experience delays in fabrication and delivery of

submodules, which we'e heard a good bit about in the

last day or so here. To you, does this effectively mean

that the revised construction schedule provided to SCE&G

by the consortium in August of last year, August 2014,

is already out of date?

7 A That would be true.

8 Q All right. And what are the impacts that ORS sees on

10

the constructi on schedule and the costs of the delays

that we'e heard about and that you mention in your

testimony?

12 A Are we referencing the current status of Unit 2, as far

13 the current delay?

Q Ri ght, ri ght.

15 A I think Unit 2 is probably three months beyond the June

16

17

19

date now. And Unit 3, though, 1t keeps — it stays in

June, but it accelerates seemingly a week at a ti me . We

get these reports monthly, and I think that's the

current status as I can recall.
20 Q Let me move to the next question. And I was going to

21

22

23

say: Is ORS concerned? Let me kind of rephrase that and

say: How concerned is ORS that the January 1, 2021,

deadline for the federal producti on tax credits may be

in jeopardy? How concerned are you about that?

25 A I'd say less concerned for Unit 2 and more concerned for
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Unit 3. Unit 3 is in jeopardy.

10

12

13

15

16

17

19

20

21

22

23

25

Q You'e heard, I guess, Hr. Byrne and maybe others state

that they would go to the Treasury, Department of

Energy, Congress — whoever they had to go to — to see

about getting those deadlines extended. What knowledge

do you have of that, or are you aware of any other

pushes by the nuclear 1ndustry? Or what knowledge does

ORS have, other than what Mr. Byrne has stated here?

A We'e heard that statement before, and it may be a dual

effort between Southern Company and SCE&G. I'd

encourage them to do that and report back to the

Commission their success.

Q I think it was maybe Commissioner Howard — I don'

remember. Somebody asked Hr. Byrne about the 18-month

boundary that we approved in the original order, and you

mention that on page six of your settlement testi mony.

You say that the Commission — what we'e approved

currently and what we approved originally allows the

substantial completion date for Unit 3 to extend beyond

the prior '21 — January 1, 2021 date. How do you think

— I guess, in light of what you 'e saying and what you

just answered to me about Unit 3—

A Yes, si r.

Q — does ORS feel that this Commission needs to modify

that 18-month boundary, you know, for Unit 3? What
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we'e already approved, the 18-month original boundary?

What would your recommendation or what would ORS's

recommendations be?

A I think — I thought about that when we put this language

in my testimony, what to do about that. It's a

difficult question, because I don't know what the real

benefit is if you do extend it — if you just go with an

additional six months and you go away from the i8-month

boundary. I don't know what benefi t you gain by doing

that, other than it wi 11 prompt another hearing,

probably. But what's probably more important is that we

challenge SCEKG to go and try to change those parameters

for that law, and bring that back to the Commission on

their level of success, and then gauge our next step

from there.

Q I guess, and again maybe it was Commissioner Howard was

sayi ng to Hr. Byrne, I believe, that now that we'e 70

percent of the project and we'e only got five years

remai ni ng, he was questioni ng whether we still need an

i8-month wi ndow and I think Hr. Byrne sai d while we do

have five years — in other words, more than slightly
halfway ti mewi se — there's still a lot of thi ngs that

has to happen in that

period 

. And I guess, you know, if
you recommended we did something and we shortened that

time to where Unit 3 — our order would demand that Unit
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3 be completed, in your opinion, does that put double

pressure on the company? What is ORS's opinion on that?
A I like the idea. I thi nk that was a thought I had early

on, is that you could even tie both units to the

production tax credit. Give them some leeway on Unit 2

that's seemingly going well; maybe you can then divert

some of the resources over to Unit 3, such that both of

them can clear that deadline. So it's a good thought.

I like the i dea that that creates a Base Load Review

order that is tied to production tax credits that are

clearly a benefit to the ratepayer. I think that's a

good idea. But, as an alternative, there should be some

expectation that, if it doesn't come to pass, that SCE&G

is challenged to pursue the recovery of those dollars as

delay-related costs just as they'e doing now. I see

those as damages to ratepayers that SCE&G should

actively pursue recovery.

So to modify the i8 months, I thi nk in five years

you'e probably going to need the i8 months. I think

you can still have the i8 months but identify some

parameters around the production tax credits that holds

SCE&G accountable to meeti ng that goal. There are a

whole bunch of other milestones, other than just the

substantial completion date, so I think if we don'

focus entirely on the substantial completion dates, you
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can allow some flexibility in the schedule and not harm

the company entirely by keepi ng that i B-month boundary,

but I do think some parameters need to be set that

encourages SCEBG to be active in pursuing recovery of

those production tax credits.

Q Well, I guess none of us have that crystal ball to see

into the future, but what we'e heard so far, it looks

like Unit 2 — we'e not going to be di scussi ng this,

hopefully, with that . But we may be back in here having

this conversation possibly again about Unit 3 and, of

course, we probably wi 11 be in here having a

conversation about what resolution they have come to

with Westinghouse and CB8I on who is responsible for

these costs incurred up to now.

A Yes, sir.
Q Well, thank you, Mr. James.

A Thank you, sir.
VICE CHAIRMAN WHITFIELD: That's all I have.

CHAIRMAN HALL: Thank you, Commi ssi oner

20 Whi tf i el d.

21 Commissioners, any other questions?

22 Commi ssi oner Hamil ton.

23

24

25

EXAMINATION

BY COMMISSIONER HAMILTON:

Q Mr. James, continuing on the same line of questioning—
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A Yes, sir.
Q — that you just had, I wonder why should the Commission

approve revised substantial completion dates when the

company has not agreed to them and they'e not reflected

in the EPC contract or an addendum to such?

A Well, I think that's where we ended up here, is that

SCELG actually has approved these substantial completion

dates in the Petition for purposes of the BLRA. So they

have approved them. It's just that there's a mismatch

now of what goes on in the EPC contract space.

Q And let me ask you a question. Do you think that if we

did this — if thi s Commission did this, that i t could

affect, since there are discussions that haven't reached

litigation, with the consortium, about the additional

costs we'e talked about, if we just give them a blanket

date in the future, could that not hurt their ability in

their discussions and ability to recover the funds that

are basically for a delay?

A I'd say that, if that was their stance, they'd have to

come and answer to you guys, from that type of approach.

I believe thei r i ncenti ve to go and negotiate with the

consortium and come back to thi s Commission with

meaningful savings is somethi ng that, if I were SCESG, I

would want to come back to the Commission with good

news.
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Q Yeah, I know in the last two days I'e heard Mr. Marsh

on the stand, and Mr. Byrne, and Mr. Jones, and all have

committed I think to this Commission that everythi ng

that's in their power will be done to see that those

investor„,„ tax credits are received by the ratepayers.

This might be a legal questi on that you and I might not

be able to answer.

A If it's a legal question, I can't help you, sir.
[Laughter]

Q I think it might be . I think we might be talking about

something that another group needs to be talking about.

Thank you, Mr. James.

A Thank you, sir.
CHAIRMAN HALL: Commissioner Fleming .

COMMISSIONER FLEMING: Thank you.

EXAMINATION

BY COMMISSIONER FLEMING:

Q I wanted to go back to that statement that Mr. Guild was

questioning you about on page iO, about the estimated-

at-completion cost?

A Yes, ma'm.

Q And he certainly covered it thoroughly for this
particular case, but I just wonder if there is a lesson

learned in that, that if we have future nuclear cases

coming before us, new nuclear units, would you be
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recommending that access to the — if there is another

consortium or a like enti ty, that access be provi ded to

that particular group, as well?

A Well, I think we could recommend that, but I think the

10

12

13

15

16

17

18

19

ultimate response is goi ng to be with the consortium. I

don't see that they would be responsive to a request

like that. The way we'e resolved these types of

i nconsi stenci es between someone we don't regulate and a

regulated utility, in the past, is that they have an

agreement, and that's what we saw in the last two

updates. Change Order 8, it resolved these disputes or

disagreements between the consortium and SCE&G. Change

Order i 6 in the last update did the same thi ng . So we

had a contract there that both the consortium and SCE&G

agreed with, that showed meaningful savings to

ratepayers, so we didn't have to wrestle wi th trying to

find out where these numbers come from.

In the future, it would be much neater to have that

type of agreement before it ' filed with the Commission .

20 Q So that you would be able to have access to that

21 information.

22 A We would have access to the contract, and we could vet

23 the contract, not the consortium.

24 Q Okay. So it would be in the contract. You'd like to—

25 A It would be in—
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Q — see something 11ke that.

A — the contract as an amendment.

Q Okay. And we'e heard about these performance issues,

and I just wanted to make sure you were kept abreast of

all of this throughout the project, you and your staff .

A Yes, we 'e well aware of what ' goi ng on with the

performance issues.

10

COMMISSIONER FLEMING: Okay, thank you.

CHAIRMAN HALL: Thank you.

Commissioners, any other questions?

12

13

15

17

18

19

[No response]

Any redi-do — any — you want to talk?

MS. HUDSON: No redirect, Madam Chair.

CHAIRMAN HALL: Thank you.

All right. Thank you, Mr. James. You may

step down.

[WHEREUPON, the witness stood aside.]

Now, anything further we need to take up?

[No response]

20

21

22

23

25

Okay, let's go over exhibits. Mr. Butler.

MR. BUTLER: Yes, Madam Chairman, members of

the Commission. I have notes on the exhibit

numbers as follows: Exhibit No. i is the

settlement agreement and exhibits attached to it.
Exhibit No. 2, Ms. Bedsole's comments. Exhibit 3
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is Exhibit G from the Application in Docket No.

2015-160-E. Exhibits 4 is Mr. Byrne's exhibits.

Exhibit 5 is an NRC release on a special

inspection. Exhibit 6 is a worksheet, an NRC form,

dated 6/25/14. Exhibit 7 is a group of Part 21

reports from the NRC. Exhibit 6 is Dr. Lynch's

exhibits, as corrected. Exhibit 9, Mr. Jones'xhibits.

Exhibit 10, Ms. Walker's exhibits.

Exhibit 11 is held for a late-filed exhibit, for

Ms. Walker's explanation of certain expenses

pointed out by Commissioner Elam. And Exh1bit 12

is Mr. Anthony James's exhibits. And that

completes the list of exhibits.

CHAIRMAN HALL: All right. Thank you, Mr.

Butler.

Proposed orders by Friday, August 21st, is

that fi ne wi th the parties? Okay . All ri ght,

excellent.

We have had a long couple of days. We

appreciate everyone ' patience and stamina . And we

stand adjourned.

[Witness(es) excused.]

[WHEREUPON, at 5:45 p.m., the hearing in

the above-entitled matter was adjourned,]

25
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[WHERELIPON, Late-F11 ed Hearing Exhibit 1 1

was marked and received in evidence upon

receipt of same: 8/4/15]
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CERTIFICATE

I, Jo Elizabeth M. Wheat, CVR-CM-GNSC, Notary

Public in and for the State of South Carolina, do hereby

certify that the foregoing is, to the best of my skill and

ability, a true and correct transcript of proceedings had and

testimony adduced in a hearing held in the above-captioned

matter before the PUBLIC SERVICE COMMISSION OF SOUTH

CAROLINA;

That the witnesses appeari ng during sai d hearing

were sworn or affirmed by me to state the truth, the whole

truth, and nothing but the truth;

IN WITNESS WHEREOF, I have hereunto set my hand and

si, on this the 7" 0 2 7 ~At, 2075.
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